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Comment Letters

COMMENT LETTERS

EXPOSURE DRAFT
PROPOSED STATEMENT OF POSITION

DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES
AND FINANCIAL FLEXIBILITY
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Gaunt & Co. Ltd
Wenner, Silvestain & Co.
Michael Barto & Co.
Morton Alan Haas & Co.
Oestreicher & Co.
Sherman L. Rosenfield, CPA, PA
Hayden, Ross and Co.
Soren, McAdam, Bartells, CPAs
LaPorte, Sehrt, Romig & Hand, APAC
City of Phoenix, Finance Dept.
John E. Riquelmy, CPA
Henderson, Black & Co., PC
Duitch & Franklin, CPAs
Prof. Kenneth S. Most
Schroeder & Co.
Legislative Division of Past Audit, Kansas
Optical Coating Laboratory, Inc.
Richard A. Lokcik, CPA
Junkermier, Clark, Campanella, Stevens, P.C.
Zaveral, Boosalis, Raisch, CPAs
Safeco Corporation
Macias & Miranda, CPAs
David A. Hafft & Co.
Marshall M. Goldstein, P.C.
Schooler, Weinstein, Minsky & Lester, P.C.
Vrakas, Blum & Co.
R.C. BaIdwin, CPA
South Carolina Electric & Gas
Bond Beebe
Sharrard, McGee & Co., P.A.
Capital City Distribution, Inc.
Commercial Metals Company
Adec
Harrison-Dailey Accountancy Corp.
Padgett, Stratemann & Co., L.L.P.
Mierendorf and Co., PC (Joseph G. Mierendorf, Jr.)
” (Susan C. Cobb, CPA)
”
(Denise E. Stephenson)
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"
(Kay A. Snyder)
Blue Diamond Growers
Verne Sanders & Associates
Financial Executives Institute
Frankel & Topche, P.C.
Union Pacific Corporation
Delbert M. Goehner Accounting Corporation
NY State Soc. of CPAs, Financial Accounting Stds. Comm.
The County of Fresno
Ozinga Bros, Inc.
Schering-Plough Corporation
AlCPA (Technical Issues Committee)
State of North Carolina, State Controller
CSX Corporation
Kirk Paper Corporation
State of Iowa, Department of Revenue and Finance
City of Mentor, Ohio
Turnage, Clark & Associates
Greenawalt & Co., P.C.
State of North Carolina, Dept. of the Treasurer
Pacificare Health Systems
District of Columbia, Office of the Controller
(Duplicate Letter)
First Security Corporation
Miller and Miller, CPAs
Silva, Harden & Adolph, CPAs
Fordham & Fordham, P.C.
Stegman and Company, CPAs
State of Tennessee, Division of State Audit
State Auditor of Missouri
R.B. LeDoux, CPA
State of California, Gray Davis, Controller
State of Arizona, Auditor General
Stanford University
State of Michigan, Auditor General
Diocese of San Jose
Jarrard, Seibert, Pollard & Company
State of Colorado Higher Education, Acctg. Stds. Comm.
Geiger Bros.
North Country Associates
Ginn-Marvin Real Estate
State of Ohio, Office of Budget & Management
Northwestern National Life
State of North Dakota
Air Products and Chemicals Inc.
NY State Society of CPAs
State of Texas, Comptroller office
American General Corporation
Crowley Maritime Corporation
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Tait, Weller & Baker, CPAs
Spurwink Internal Medicine Associates
Paris Farmers Union
Morse, Payson & Noyes Insurance
State of Montana, Dept. of Administration
Fellner & Kuhn, P.C.
Dollar Bill$
Executel Communications Systems, Inc.
Stratton Lumber, Inc.
State of Florida, Comptroller's Office
San Jacinto River Authority
USX Corporation
California Academy of Sciences
Diocese of Monterey
Berry, Dunn, McNeil & Parker, CPAs
Down East Community Hospital
Institute of Management Accountants, MAP Committee
Dyke Associates
State of Missouri, Dept. of Revenue
Storage Technology Corporation
Hoyman, Dobson & Company, P.A.
Geo. Groh and Sons, Inc.
Paola Kansas Unified School District No. 368
Colorado Society of CPAs, Governmental Accounting Comm.
Herco Handyman Equipment Rental Co., Inc.
Louisiana Society of CPAs
Chase Manhattan Corporation
Hawaii Society of CPAs
Goff, Carlin & Cagan, CPAs
Minnesota Society of CPAs
Weil, Akman, Baylin & Coleman, P.A.
GTE Corporation
Biggs, Kofford & Co., P.C.
Moss Adams, CPAs
Bank One
Arthur F. Bell, Jr. & Assoc.
Cunningham & Sons
City of Paola, Kansas
State of Montana, Legislative Auditor
Stites & Mato, P.C.
J.D. Cloud & Co.
Mobil Corporation
Colorado Society of CPAs, Public Company Practice Comm.
AICPA, Members- in Industry Executive Committee
National Association of Real Estate Companies
New Jersey Society of CPAs
Union Telephone Company
Colorado Society (Private Co. Practice Committee)
Colorado Society (Not for Profit Committee)
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State of Utah, Financial Reporting Manager
Columbia Gas System
Borelli, Joyce & Lipuma, CPAs
Hevia, Beagles & Whitman, P.A.
Texas Instruments
Affleck Melargno Gilman & Co., PC
Swearingen & Swearingen Co.
Michael G. Becker, Accountant
AT&T
The Bert Nash Community Mental Health Center, Inc.
TransCanada PipeLines
The Oregon Society of CPAs
Burnett, Unphress & Kilgour, CPAs
Alabama Soc.of CPAs, Auditing Stds. and Procedures Comm.
Rohm & Haas Company
Edison Electric Institute
Virginia Government Finance Officers' Association
Kenneth Leventhal & Company
American Airlines Employees Federal Credit Union
Johnson & Johnson
Mississippi Society of CPAs
Shelton C. Davis, CPA
California Committee on Municipal Accounting
The Equitable
Owens-Corning Fiberglass Corporation
Alabama Society of CPAs, Accounting Standards Committee
Michael E. Pattillo, CPA
James A. Goldstine, CPA
Pinnacle West Capital Corporation
Abbott Laboratories
John Hancock Mutual Life Insurance Company
Alameda County Community Food Bank
Washington State Auditor
Government Finance Officers Association
Consumers Power Company
Thompson & Associates, CPAs
Developmental Studies Center
Demetrius & Company
McDonald's Corporation
National Association of Federal Credit Unions
Rothstein, Kass & Company, PC
Barnett Banks, Inc.
New Mexico Society of CPAs
Grant Thornton
Shell Oil Company
Scott W. Hatfield, CPA
McGladrey & Pullen
Signet Banking Corporation
Dow Corning Corporation
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Merrill Lynch
Wells Fargo & Company
Wiss & Company
Stratton Lumber, Inc. (Duplicate Letter)
The Robert Morris Associates
Washington Society of CPAs
State of Louisiana
(Duplicate Letter)
Indiana CPA Society
Arizona Society of CPAs, Auditing Standards Committee
US Dept. of Transportation, Maritime Admin.
Northwest Airlines
Holt, Schultz & Chaipel, CPAs
Obed A. Cramer, CPA
First Union Real Estate Investments
Virginia Electric & Power
Company
Virginia Society of CPAs
Federal Farm Credit Banks Funding Corporation
Interlake
Stephen F. Perry, P.C.
Chevron Corporation
State of Wisconsin, State Controller
Hass & Company, CPAs
Michigan Municipal Finance Officers Ass'n.
The Southern Company
Pennsylvania Power & Light Company
Perrin, McMillan & Miller, CPAs
Carolina Power & Light Company
Lower Colorado River Authority
Kessler Orlean Silver & Co., PC
City of Thornton, Colorado
New Jersey State Legislature, Office of State Auditor
Simmons, Carroll, Summer, Estep & Whisler, CPAs
Lebson & Knaub, CPAs
Joseph DeCosimo and Company, CPAs
Salomon Brothers
NACCO Industries, Inc.
The International Group of Accounting Firms
Government Finance Officers Ass'n. of Connecticut
(Duplicate Letter)
Chemical Bank
Prentice & Carlisle Company, Inc.
Maryland Association of CPAs
Amerada Hess Corporation
Georgia Pacific Corporation
California Society of CPAs
Amer.Academy of Actuaries,Comm. on Life Ins.Fin.Reporting
PPG Industries, Inc.
Spaeth & Batterberry, CPAs
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Rex Meighen & Company
Scott Paper Company
(Duplicate Letter)
Ameritech
Cogen Sklar Levick, CPAs
Savings & Community Bankers of America
BDO Seidman
Citicorp
Illinois Society of CPAs
Boeing
South Carolina Ass'n. of CPAs
National State Auditors Association
Texaco, Inc.
George Parker & Assoc., Inc.
Baltimore Gas & Electric
Checkers, Simon & Rosner
Oceanview Nursing Home
Cordle and Company, CPAs
Silver & Silver, CPAs
Panhandle Eastern Corporation
(Duplicate Letter)
CIGNA Corporation
Aetna Life & Casualty
Nappi Distributors
Virginia Soc.of CPAs, Not-for-Profit Organizations Comm.
Arthur Andersen
Presque Isle Nursing Home, Inc.
King, Burns & Company
Connecticut Society of CPAs
George S. Olive & Company
Government Finance Officers Ass'n. of Texas
Commonwealth of Pennsylvania
International Business Machines
Association of Government Accountants
(Duplicate Letter)
Digital Equipment Corporation
NY State Soc. of CPAs, Auditing Stds. & Procedures Comm.
Sonat, Inc.
J. Lawrence McIntyre/Richard H. Rowe (American Bar Assn)
Anchin, Block & Anchin, CPAs
BP America, Inc.
Crestar Financial Corporation
Horkey & Associates
BankAmerica Corporation
General Electric
Crowe Chizek
Cumberland and York Distributors
Department of the Treasury
Continental Bank
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American Council of Life Insurance
US General Accounting Office
Price Waterhouse
The Chubb Corporation
ITT Corporation
M.R. Weiser & Company
J.P. Morgan & Co., Inc.
Pennsylvania Institute of CPAs
National Association of State Comptrollers
Clifton, Gunderson & Co.
Mass.Soc.of CPAs, Acctg.Principles & Aud.Procedures Comm.
General Motors Corporation
Leggett & Platt
Kemper CPA Group
The Institute of Internal Auditors
California Committee on Municipal Accounting
McClanahan and Holmes, CPAs
Baird, Kurtz & Dobson, CPAs
Mellon Bank Corporation
Corning Incorporated, Controllers Division
Grant Thornton (Additional Comments)
Kupferberg, Goldberg & Neimark, CPAs
Edward Isaacs & Company, CPAs
John C. Compton, CPA
Baird, Kurtz & Dobson (AlCPA Practice Group B)
Cherry, Bekaert & Holland
Caswell & Associate, CPAs
Brown Accountancy Corporation, CPA
Emerson Electric Co.
Kennedy and Coe, CPAs
Lopez, Edwards, Frank & Company, CPAs
Raymond M. Nowicki, CPA
DDK & Company, CPAs
Association for Investment Management & Research
Pepsico
NY State Soc.of CPAs, Firm Management Council
NY State Soc.of CPAs, Professional Liab.Ins.Task Force
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GAUNT

COM E AN Y.LTD.

April 19, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290 AICPA
1211 Avenue of the Americas
New York, New York, 10036-8875

Re:

Exposure Draft
Proposed Statement of Position
Disclosure of Certain Significant
Risks amd Uncertainties and Financial
Flexibility

Gentlemen:

I urge you to not issue this proposed statement of position.
Although I could expound on the minority view by writing a 3 or 4
page letter regarding liability insurance, etc.,
I will refrain
from doing so.

Sincerely,
GAUNT & COMPANY, LTD.

Terry Rogers

^3^3
101 SPRING STREET
(501) 372-4181

LITTLE ROCK, ARKANSAS 72201
LR FAX 372-7304

424 SOUTH MAIN
(501) 673-1071

STUTTGART, ARKANSAS 72160
ST. FAX 673-3604

Certified Public Accountants, 8101 East Prentice, Suite 600, Englewood, Colorado 80111-2935
Telephone (303) 771-5300
FAX (303) 771-7921
Stephen L Wenner, CPA
Bennie Silvestain, CPA
Gary P. Saltzman, CPA
Lawrence L Greenberg, CPA
Barry H; Silvestain, CPA
;

April 21, 1993

Mr. Frederick Gill
Senior Technical Manager, Accounting Standards Division
File 4290

AICPA
1211 Avenue of the Americas
New York, New York
10036-8775
Re:

Exposure Draft
Disclosure of Certain Significant
Risks and Uncertainties and
Financial Flexibility

Dear Mr. Gill,

For one of the first times I am in complete agreement with the Minority
View of the AcSEC in objecting to the issuance of this proposed SOP. The SOP is

redundant,

onerous,

beyond

the

scope

of

reporting

statements and could create more confusion
understanding of financial statements.

rather

on
than

historical

promoting

financial

a

better

There are, however, some redeemable aspects of the SOP. I believe that
Paragraph 10 does provide a better understanding of the nature of the entity that

is being reported upon. I further believe that it is important to emphasize the
need for and use of estimates as contained in Paragraph 11.
Paragraph 12 is redundant in that by their vary nature, estimates are
subject to change in the near term and changes could be material.
If there is

a real uncertainty with respect to the estimate, SFAS 5 satisfies the situation.
To overwhelm the financial statement reader with a disclosure of all assets and

liabilities subject to estimation and, therefore, potential change renders the
audit opinion meaningless.

Member, American Institute of Certified Public Accountants

Member, The Colorado Society of Certified Public Accountant

Member, SEC Practice Section of the AICPA

Member, Private Companies Practice Section of the AICPA

Mr. Frederick Gill
Senior Technical Manager,
Accounting Standards Division

April 21, 1993
Page Two

The section on Concentrations is a restatement of SFAS 14 and 105,

which are adequate.

Further disclosure is not required.

The section on Financial Flexibility expands the audit scope to require
the independent auditor to in effect audit a financial forecast. This is not the

purpose of an audit and subjects the auditor to greater risk of litigation if the

events do not proceed as disclosed in the financials.
If an entity has a
financial problem as discussed in Paragraph 26, SFAS 69 is adequate to address
the required disclosures.

Paragraph 29 sums up the problems with this proposed SOP.
It states
that the application "requires considerable judgment." The use of "considerable
*
judgment
subjects the auditor to second guessing, possible litigation and a

wider variance in financial reporting than could be obtained by using measurable,
objective standards.

Barry H. Sil vestain, CPA

BHS/db

& Company
Certified Public Accountants
Suite 100 Uptain Building
Chattanooga, Tennessee 37411-4077
Telephone (615) 855-0700
Telecopier (615) 499-8664

April 19, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft/Proposed Statement of Position/Disclosure
of Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill,
I find this Proposed SOP to be totally unwarranted and would dramatically
increase the number of hours needed to complete an engagement. I feel as though
most of our clients would be very resistant to the fee increases necessary to
fund all this.
The "Minority Views” presented on pages 18 & 19 of the "Exposure Draft" are well
written and sunmarize my thoughts in writing better than I could compose on my
own. These views should have been the prevailing ones!
The copious amount of time spent on this SOP was, in my opinion, an extensive
exercise in acadmic theory with the mandatary implementation having no place in
the everyday world of practice.

Sincerely,

Michael A. Barto
Certified Public Accountant

MAB:ldt

Members of American Institute of Certified Public Accountants

Morton

Alan

CERTIFIED
13720 RIVERSIDE

Haas

&

Co.

PUBLIC ACCOUNTANTS

DRIVE • SHERMAN

OAKS. CALIFORNIA 91423

April 26, 1993
(818) 783-1383
(213) 872-1282

MORTON ALAN HAAS. C.P.A.
MICHAEL C. HAAS. C.P.A.

FACSIMILE
(818) 783-6829

GARY B. HAAS

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
I am writing in response to the request for comments on the exposure draft entitled
"Proposed Statement of Position: Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility."
I think that the intent of the Statement is good. Any measure to insure more
complete disclosure to financial statements is a benefit to the readers of those
financial statements. However, the standards proposed seem to be onerous on small,
privately owned companies. I am speaking of those entities that are the clients of
local CPA firms and require no more than compiled financial statements.

The cost benefit does not seem to make sense in this instance. We are finding it
hard enough to bill our clients for the work we are doing for them now. If we have
to spend more time on additional disclosure that will have no meaning to the
clients, we will only be finding ourselves trying to explain higher charges.

There should be a middle ground where we can give adequate disclosure without
creating a difficult situation with our clients. I agree that defining the word
"adequate" can be a problem.
The other comment I have is in the area of liability. If this Statement is adopted,
would CPA's be exposed to greater liability based on an increased expectation of the
readers of the financial statements. By adding the disclosures discussed in the
exposure draft, I believe we would be subjecting ourselves to greater scrutiny about
the wellness of the entity being reported upon. We do not need additional pressure
in the area of litigation and responsibility -for the financial statements we are
compiling, reviewing, or auditing.

Thank you.

Very truly yours,
MORTON ALAN

HAAS & CO.

MICHAEL C. HAAS

MCH/pf

Oestriecher and Company
(A PROFESSIONAL ACCOUNTING CORPORATION)

EMILE P. OESTRIECHER, III CPA
BRUCE W. MELDER. CPA

Certified Public Accountants
870 WINDERMERE PLACE
P.O.BOX 5858
ALEXANDRIA. LA 71807-5858
818/448-3556
TELECOPIER: 518/448-4886

KURT G. OESTRIECHER. CPA
W. DOUGLAS LaCROIX, CPA
FELECLA A. SIKES, CPA
M. LYLE JANOUSEK, CPA

April 28, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290 - AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

After reading and reviewing the proposed statement of position
"Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility", I am in full agreement with the minority
members of AcSEC which dissent from the issuance of this SOP as
disclosed on pages 18 and 19 of the exposure draft.

Sincerely,
OESTRIECHER AND COMPANY

BWM/tb

Bruce W. Melder, CPA

- MEMBERS AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
SOCIETY OP LOUISIANA CERTIFIED PUBLIC ACCOUNTANTS_______________________

SHERMAN L. ROSENFIELD. CPA, P.A.
B124 S.W 88th TERRACE

MIAMI FLORIDA 33143
(305) 585-4742

May 3/, 1993

Frederick Gill, Senior
Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:
I have a major, overriding
referenced Exposure Draft:

problem/question

with the above

Why is it even being considered for issuance by the AICPA?
It would appear that disclosures of the magnitude that are
being addressed in this Exposure Draft are now the province of
the FASB.
If they have declined to issue this requirement,
readers of the Exposure Draft should be so informed.

In addition, as is noted in the minority opinion, the
perspective financial information requirements, (particularly
as it affects non-publicly held clients) are far more onerous
and cost effective than they need be.
In my opinion, the simplest way to fix this problem (as it is
with many other similar type problems) is to have the SEC
require certain disclosures, only for registrants.
Please contact me if you have any further questions.
Very truly yours,

Sherman Rosenfield
SLR/jg

Certified
Public
Accountants

Hayden, Ross & Co.

John F. Hayden, CPA
Patton A. Ross, cpa
James R. Pilcher, CPA
David E. Jones, CPA
Kenneth V. Garrett, CPA
Jon P. Anderson, CPA

May 7,

Bill Stanke, CPA
Greg Mann, CPA
Caryn Thurman, CPA
Brad Lewis, CPA

1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

Exposure
draft:
Proposed
Statement
Disclosure
of
Certain
Significant
Uncertainties and Financial Flexibility.

of
Position,
Risks
and

Dear Mr. Gill,
I am concerned that adoption of the proposed statement of
position may lead to a self-fulfilling prophesy in certain
circumstances.
For example, a small closely held business
may rely heavily on bank financing for operating needs.
Under the definitions, there may exist reasonably possible
situations where expected cash outflows will exceed expected
cash inflows, thereby necessitating the need for additional
or continuing bank financing.

Such a situation should be reasonably apparent to the
lending
officer.
However,
additional
disclosure
and
"highlighting" of this situation in the financial statements
may cause the lender to have second thoughts as to their
original assessment of the borrowers financial situation.
While the lender is in perhaps the best position to assess
this risk, the disclosure made by the borrower may give them
an "out" to terminate the borrowing relationship, creating
with certainty the possible cash shortfall.

315 S. Almon

P.O. Box 9043

Moscow, Idaho 83843-1543

208-882-5547

Fax 208-882-3724

Downtown Professional Building Suite 226 Pullman, Washington 99163-2690 509-334-2575 Fax 509-334-1610

Frederick Gill
American Institute of Certified Public Accountants
May 7, 1993
Page 2 of 2

I think a distinction needs to be made between the informed
reader of the financial statement and the uninformed reader.
It would be my opinion that the lending institution does not
need the same level of disclosure that the uninformed
investor needs.
I'm afraid that the definition of
reasonably possible is so broad that we are intentionally
infringing in areas where our expertise is less than the
person we are attempting to inform.

Sincerely yours,
HAYDEN, ROSS & CO., P.A.

Jim Pilcher, CPA

JP/ew

MEMBERS
ASSOCIATED REGIONAL
ACCOUNTING FIRMS (ARAF)

AMERICAN INSTITUTE OF
CERTIFIED PUBLIC ACCOUNTANTS
PRIVATE COMPANIES PRACTICE SECTION

SOREN ♦ McADAM ♦ BARTELLS
CERTIFIED PUBLIC ACCOUNTANTS. INC.

THOMAS E. AHERN.
BRUCE J. BARTELLS.
GARY L CHRISTENSON.
CHARLES P. COPELAND.
DOUGLAS R. MCADAM.
JESSIE C POWELL.
JAMES L SOREN.
KIRK G. STITT,
DAVID P. TUTTLE.

May 7,1993

Federick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re: Proposed Statement of Position
Dear Mr. Gill:

We are opposed to the Proposed Statement of Position, "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility" as it is presented in the exposure draft
dated March 31,1993. This response is particularly concerned with the impact of the proposed SOP
on nonpublic enterprises, although some of the comments would certainly apply to public companies
as well.

We believe that the requirement for disclosure of "nature of operations" and the "use
of estimates in the preparation of financial statements" would in some cases make the financial
statements more meaningful, without resulting in any significant additional costs. However, we are
opposed to the requirements for disclosures regarding "certain significant estimates," current
vulnerability due to concentrations", and "financial flexibility."
This statement is proposing to include information within financial statements which will
increase the independent accountant's or auditor's risk. Clearly, potential investors or creditors
should obtain an understanding and make an evaluation of all the various risks associated with any
enterprise. Certainly there should be an evaluation of the risk that estimates may change, whether
in the near term or at a later date. Furthermore, potential investors or creditors should have an
understanding of risks which result from concentrations, and they should evaluate what action would
be available to management if financial difficulties were, to arise. However, we as independent
accountants should not be placing ourselves in the position to be expected to report on this
information.

2068 Orange Tree Lane, Suite 100 ♦ Post Office Box 8010 ♦ Redlands. CA 92375-1210 ♦ (909)798-2222 ♦ (909)824-5110 ♦ FAX (909) 798-9772

CPA
C
C
C
C.P.A.
CPA.
CPA.
CPA.
CPA.

Federick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
Page 2
May 7,1993

Instead of commencing on a dangerous trend of disclosing additional information within
financial statements relative to possible business risks, the profession should commence a program
to convey to users:

the limitations inherent in financial statements;
that financial statements are only one piece of the numerous sources of information
which the users should rely upon before making investment or credit decisions;

that our report is not a substitute for the user’s responsibility to perform due diligence
and to investigate and evaluate risks.

For the nonpublic enterprise, the information which is proposed for disclosure can be
easily obtain by a potential investor or creditor during their interviews with management. This would
be a natural process since management’s response to these questions would provide these users with
information which would aid in their evaluation the competency of management and management’s
ability to react to uncertainties. For public companies, the SEC should evaluate whether this level
of disclosure would be appropriate for management’s discussion and analysis in annual reports.
Investment advisors can be free to form their opinion and conclude as to the reasonableness of the
information presented.
Nonpublic entities would incur a significant cost to disclose information about an entity’s
significant estimates, vulnerability due to concentrations, and financial flexibility. Users who have
evaluated this information in the past will (and should) still conduct their own investigation
regardless of the inclusion of this information in the financial statements. This comment is especially
true of the requirements proposed relative to financial flexibility. This will require a significant
amount of cost for the smaller entity for whom the users will derive, at best, insignificant benefit.

Finally, the threshold level "reasonably possible" is (I’m struggling for the best
description) ridiculous. The only exclusion is for events or risks which are remote. In practice, this
essentially eliminates only events or transactions which cannot be comprehended. We can’t imagine
a successful defense against a challenge, with the benefit of hindsight, that an event which
subsequently occurred was only perceived to be remotely possible at the time the financial statements
were issued.

Cordially,
SOREN ♦ McADAM ♦ BARTELLS
Certified Public Accountants, Inc.

By: David P. Tuttle, CPA
DPT/cal

LaPorte, Sehrt, Romig& Hand, APAC
Certified Public Accountants
Two Lakeway Center
3850 N. Causeway Blvd., STE 800
Metairie, LA 70002
Phone: (504)835-5522 FAX: (504) 835-5535

May 10, 1993

Clinton J. Romig, CPA
Director

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft
"Disclosure of Certain Significant Risks
and
Uncertainties,
and
Financial
Flexibility"

Dear Mr. Gill:

I have read some of the proposed exposure draft relative to the
above subject and wish to state that I believe that the proposed
statement of position is redundant and unnecessary.

I firmly believe that the existing professional standards require
the auditor to disclose adequately, the things that AcSEC has
addressed and I also disagree with the proposed SOP wherein it
would place the auditor in the position of expert as far the
evaluation of technological inventory items.
Statement 105 and SAS 59 certainly covers all of the items that are
contained in this exposure draft.
The concentrations of credit and off-balance sheet risks are
certainly covered and requires the auditor to appropriately
disclose if there are any deficiencies in these areas for the
company that is being audited.
SAS 59 is certainly comprehensive enough that the auditor should
make sufficient studies to determine if there is any "cause" that
the company may not be able to continue in existence for a period
of 12 months.

I do not believe that it would be in the interest of the profession
or of the public to place certified public accountants in a
position of being experts in areas wherein they have no expertise.

Member of AICPA Division for CPA Firms-Private Companies Practice Section and SEC Practice Section
International Affiliation with Accounting Firms Associated, Inc.

Mr. Frederick Gill
May 10, 1993
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I am speaking specifically to the areas addressed as to
technological obsolescence.
In this matter, I think it would be
mandated that the auditing firm would expand their client
representation letter to cover such items as I think management
would be the only ones in a position to be fully knowledgeable of
the market potential of these products and also it would be
advisable that the representation letter would include a statement
from the officer assigned to the maintenance and operation of the
company's plant and equipment.
On the other item you are addressing, I think again you would be
placing the CPA in a position to be a fortune teller. I can think
of one situation that happened in the last decade that hit everyone
by complete surprise and that was when the FDA indicated that
saccharin could be the cause of cancer which resulted in the loss
of a complete product line by a manufacturer. Another item that
took everyone by complete surprise was the tampering with the
tylenol product causing severe marketing problems for the
manufacturer.
These items, again, all require someone looking into the stars or
calling on one of the astrologers to make these kind of forecasts
and I do not believe the certified public accountants should be
placed in positions such as these.

It may be that the AcSEC should consider expanding the requirements
of the representation letter, be signed by not only management, but
the chairman of the board as it relates to contingencies and
potential dangers to the operation of the company.
I firmly believe that we have sufficient professional literature
covering these items and the practitioners do not need any
additional requirements.

Thank you for consideration of my comments.
Sincerely,

LaPORTE, SEHRT ROMIG & HAND

Clinton J. Romig
Certified Public Accountant
CJR/em

City of Phoenix
FINANCE DEPARTMENT
ACCOUNTS DIVISION

May 6,1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
We appreciate the opportunity to respond to the proposed statement of position ("SOP”) titled
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility. We agree
with the intent of the SOP to require additional disclosures in this area, and with the five
categories of disclosures. Our primary concerns with the wording of the SOP relate to
avoiding the possibility of numerous disclosures that provide little improvement in the quality
of the information provided in our financial statements, and that the cost of providing this
information should not exceed the benefits. Our specific comments are as follows:

Use of Estimates in the Preparation of Financial Statements
We agree that the financial statements should include an explanation that the preparation of
financial statements in conformity with GAAP requires the use of estimates by management.
However, we would like to suggest a revision to the the suggested disclosure in paragraph
A14. Since knowledgeable readers of financial statements are already well aware of the role
that estimates play, we assume that this disclosure is aimed at less knowledgeable users. If
so, this disclosure could give them the impression that the items on the financial statements
are little more than estimates which could be reported differently if management so desired.
The disclosure should make it clear that the majority of estimates and assumptions made by
management are routine in nature and are not subject to wide variations (as stated in
paragraph 19). In addition we believe that the phrase amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and
revenues and expenses during the reporting period could be simplified. We recommend the
following disclosure (changes from the SOP text have been underlined):
The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make certain estimates and
assumptions that affect the amounts reported in the accompanying financial
statements and in the determination of the amounts of any contingent assets
and liabilities. Most, but not all, of the estimates and assumptions are
routine In nature and are not subject to wide yariations. Actual results,
however, could differ from those estimates.

502 Municipal Building, 251 West Washington Street Phoenix, Arizona 85003-2299

602-262-6630

Certain Significant Estimates
We agree with the provision of the exposure draft that encourages, but does not require the
disclosure of factors that cause an estimate to be sensitive to material change. While this
disclosure helps the reader obtain a better understanding of the risk, we do not believe that
the benefit is important enough to require the disclosure of proprietary or confidential
Information.

Current Vulnerability Due to Concentrations
We agree with the intent of this disclosure, but believe that it should be modified slightly so as
not to result in unnecessary disclosures. The requirement is to disclose any vulnerablity to
"near-term severe impact”. Illustrative Disclosure H on page 35 implies that a vulnerability
exists whenever a significant portion of a city's taxes come from a particular industry, since "it
should always be considered reasonably possible that a customer, taxpayer, grantor, or
contributor will be lost
*
(footnote 12, page 15). If the city's exposure to an industry consists of
one or two companies, as in the illustrative disclosure, such vulnerability may exist However,
if the industry consists of twenty or thirty companies (or even twelve companies as mentioned
in paragraph A.86) we do not believe that the city would be vulnerable to a near-term severe
impact, because it is very unlikely that all of these companies would close or move within the
next twelve months without city management having had some indication at year-end that
there was a problem. Such a concentration could make the city vulnerable on a long-term
basis, but not near-term. We believe that more relevant disclosure could be obtained if
footnote 12 on page 15 was reworded as follows:

It is always considered at least reasonably possible that an individual
customer, taxpayer, grantor or contributor will be lost. However, the loss of
a group concentration should not be considered at least reasonably
possible in the absence of information to that effect.
Without this modification, it appears that we could spend a great deal of time compiling lists of
areas in which we are "vulnerable”, but for which the actual risk of any type of loss is remote.

financial Flexibility
We believe that the 'reasonably possible” criterion is too low of a threshold for financial
flexibility disclosures. City management makes many decisions throughout the year to ensure
that we have the resources to cover our expected cash outflows. As a result, we could end up
with a 'laundry list” of disclosures that do little to inform the reader of any real risk that the city
faces.
A primary example is our capital improvement program. Capital expenditures are financed by
bond sales. If we did not sell bonds, we could not pay for these expenditures. Under the
proposed criterion, therefore, we would have to disclose this fact. However, because the City
of Phoenix sells bonds every year, has a high bond rating and has never experienced any
problems selling Its bonds, we believe that the possibility of any near term problem occuring
in the financing of our capital improvement program is remote. As a result, we see no benefit
in making this disclosure. We recommend revising the criterion in paragraph 26 as follows:
Notes to financial statements should include a discussion of management's
expected course of action when it is determined that it is at least reasonably
possible that the entity will not have the ability over the near term to pay its
expected cash outflows without taking certain actions that are not routinely
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taken by management as part of the entity’s operating cycle or that It is
at least reasonably possible that management will be unable to take such
actions.

Placement of Disclosures

Due to the subjectivity of the information being disclosed and the fact that the disclosures rely
heavily on the judgement of management, we believe that the most appropriate placement for
these disclosures for governments would be in the letter of transmittal rather than in the notes
to the financial statements. Placing these disclosures in the notes could require our
independent auditors and city staff to perform a great deal of additional work, driving up audit
fees without a corresponding improvement in the quality of the information presented to the
users. Since the transmittal letter already includes discussions of the economic condition and
outlook, major initiatives for the coming year, results of operations and risk management, the
disclosures called for In the SOP could easily and logically be incorporated. In addition, we
feel that including these disclosures in the transmittal letter would highlight the information
more than if it were included in the notes. Last year, our notes were 45 pages long. Much of
the information in the notes, therefore, tends to get "buried".
Range of Risks and Uncertainties
The proposed SOP deals with a broad range of risks and uncertainties. We agree with the
approach you have taken in providing broad guidelines rather than specific requirements. Due
to the numerous types of risks and uncertainties facing governments and industry, It would be
very difficult to give specific guidance on how to treat each type of risk or uncertainty. The
danger of this approach is that you may end up with a great deal of time and effort being
spent compiling numerous disclosures that are only marginally helpful to financial statement
users. However, we believe that incorporation of the recommended changes discussed
above would help to eliminate this possibilty.

GaryController
City
W. Gross

RO/FINANCE/MEMOS/GASB
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JOHN E. RIQUELMY, CPA
MEMBERS OF AMERICAN INSTITUTE OF

CERTIFIED PUBLIC ACCOUNTANTS
JOHN E RIQUELMY
DALE E. ABRAHAM
ROBERT P DEE. JR

TELEPHONE: (713) 496-OO44
FAX: (713) 4BB-3O68

ASHFORD CROSSING II
1880 S DAIRY ASHFORD. SUITE 210
HOUSTON. TEXAS 77O77-4796

May 10, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
The following comments are in regard to the exposure draft concerning
the disclosure of certain significant risks and uncertainties and
financial flexibility.
Our comments address the effect, if any, the
proposed statement of position would have on non-public entities in
relationship to benefits provided to users of such entities' financial
statements.
Although our concerns are primarily with the financial
flexibility area of the proposed statement, we have commented on each
area in the order listed in the statement.

Nature of Operations

Based on explanation and illustrative disclosures provided in the
exposure draft, this requirement should not increase the cost to our
clients and could be beneficial to users of the financial statements.
We want to emphasize the need to limit the reporting requirement to
general statements about an entity's operations unless the preparer
feels that the situation warrants additional disclosure.
Use of Estimates in the Preparation of Financial Statement
This requirement should not increase the cost to our clients and
although we feel most users of the financial statements already
realize
that
estimates
are
involved
in
financial
statement
preparation, we are not adverse to including a statement in our notes
to financial statements.
Certain Significant Estimates

We feel this requirement would be useful to users of financial
statements, but want to limit the preparer or auditor's responsibility
in identifying such disclosures. From reading the explanation of this
requirement in the exposure draft, we are not sure what will be
expected of the preparer or auditor in identifying items which should
be disclosed.
To be cost effective the reporting requirement should
be limited to known conditions and conditions identified by management
inquiry.

May 10, 1993
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Current Vulnerability Due to Concentrations
Comments made under the area
also apply to this area.

of

certain

significant

estimates would

Financial Flexibility
Although this reporting requirement sounds good, we are not only
concerned with whether or not the costs exceed the benefits, but with
the possible exposure to us as preparers and auditors in not reporting
possible problems.
Unless practical guidelines are provided to
preparers or auditors, we cannot support this requirement.
We do not
wish to make assumptions about the ability of our clients to meet
future cash flow needs.
This requirement (as presently worded) could also result in additional
work by a preparer or auditor, increasing costs to client, and not
identify any problem which should be reported.
The phrase "at least
reasonably possible" could mean that preparers and auditors will have
to prepare a detailed analysis of future cash flows to determine if a
possible cash flow problem exists.
To avoid exposure for failure to
identify a potential problem, we will now be required to perform a
future cash flow analysis even if we are 99% sure no problem exists.

In summary, we feel that additional guidance needs to be provided
preparers and auditors if a proper balance between cost to provide the
required information and benefit to users of the information is to be
achieved.
Without such guidance, preparers and auditors of financial
statements would find it necessary to perform unnecessary procedures
merely to avoid exposure for failure to report any of the above
conditions.
If the preparer or auditor's responsibility for reporting
such
conditions
was
limited
to
known
conditions
or
conditions
identified by management inquiry, the cost factor would be minimal in
relation to the benefit to the users of the financial statements.
Very truly yours

John E. Riquelmy
JER:ds

Henderson, Black & Company, P.C
Certified Public Accountants

220 Adams St., S.E., Suite A
Albuquerque, New Mexico 87108
Phone: (505)266-0227
FAX: (505)262-0871

May 13, 1993
Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

I disagree with issuance of the proposed SOP for all the reasons expressed in the
minority view.
The requirements set forth in the proposed SOP present an unwarranted additional
burden on medium- and small-sized businesses. Legitimate "users" of financial
statements should possess significant knowledge about an entity on a continuing
basis, and "users" can, if they desire, request additional data in regard to specific
items.

The illustrative disclosure examples seem to raise more questions than they
answer. For example, at A-19, there is a discussion of excess inventories.
However, there is no dollar amount of what is considered excess. I fail to see
how this disclosure is helpful to a user of the financial statement.

In general, the proposed SOP seems to open a broad range of poorly defined,
possible future events which the accountant is made responsible to foresee and
disclose. Inevitably, if a statement of this nature is issued, the accountant will be
held responsible for all future "bad results" not disclosed. If management makes
future poor decisions, should the accountant have consulted a "crystal ball" to
have foreseen and disclosed this?
Most financial statements contain amounts based on estimates. If "users" of
financial statements do not understand this, then perhaps some form of disclaimer
should be made a part of the standard auditors' report.

Sincerely,
HENDERSON, BLACK & COMPANY, P.C.

James E. Henderson, C.P.A.
JEH:js

C

Duitch & Franklin
CERTIFIED PUBLIC ACCOUNTANCY
23rd FLOOR

11601 WILSHIRE BOULEVARD

Member of ACPA INTERNATIONAL
Offices Worldwide

LOS ANGELES. CA 90025-1759

(310)208-8600
FAX (310) 824-7920

May 11.1993

The American Institute of Certified Public Accountants
Accounting Standards Executive Committee
Arlene Rodda, Director
1211 Avenue of the Americas
New York, NY 10036

RE:

Exposure Draft of Proposed SOP Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility"

Dear Ms. Rodda:
I strongly disagree with the second two disclosure requirements contained in the above-referenced
proposed SOP, inasmuch as the facts and circumstances in connection therewith are subject to extremely
subjective analysis by the CPA, and puts the CPA in the position of foreseeing the future. While of course
CPAs must be attuned to the needs of the readers of financial statements, we must also be attuned to the
needs of our clients, and the adoption of this proposed SOP would merely make the practitioner put in
additional protective wording so as to avoid any potential for a malpractice claim. While we must all
practice more defensively due to the litigious nature of our society, adding this additional burden would
add no meaningful benefit to the financial statements, and merely alienate clients.

Cordially,

Steven M. Franklin

SMF/skf

Florida International University
The State University of Florida at Miami

May 13, 1993

The Editor
The Journal of Accountancy.
Dear

Sir:

With reference to the Accounting Standards Executive Committee’s
recent Exposure Draft of a proposed SOP on disclosure of risks,
uncertainties, and financial flexibility, I suggest that the
final version include the following recommended paragraphs for
Management's Discussion and Analysis.
DISCLOSURE

OF

CERTAIN SIGNIFICANT RISKS AND
FINANCIAL FLEXIBILITY

UNCERTAINTIES

AND

Your Company manufactures products that are continually suscepti
ble to technological obsolescence, in facilities that may at any
time be closed for violations of the Occupational Safety Act or
environmental regulations, using labor that is subject to the
customary frailties of the human body and spirit. The risk of a
strike by our workers or those of our suppliers is always a
possibility, as is the risk of one or more suppliers going bank
rupt or failing to supply us with necessary parts and materials
for other reasons.

The cost of manufacturing facilities and of product inventories
have been capitalized and will be charged to expense based on
estimates, but such estimates are themselves based upon assump
tions concerning an unknown future and the cost of such assets at
any balance sheet date may not be recoverable.

Our products are sold to customers who are expected to pay for
them, but some or all may not be in a position to do so when the
time comes, depending on their financial condition and on credit
conditions in the national and world economies. Our products have
in the past met these customers' expectations in terms of speci
fications and quality, but such expectations may change at any
time, and at short notice. Sales are expected to be profitable,
but any profit realized is subject to taxation, which may result
in much or all of i t being paid to the government.
Our capital is provided in part by lenders with whom your Company
has entered into loan agreements containing covenants that re
quire your Company to do or refrain from doing certain acts. In
some circumstances failing to do or doing such acts may result in
legal actions that transfer the Company’s property to the lend
ers, leaving nothing or very little for the benefit of sharehold
ers.
North Miami Campus, North Miami, Florida 33181
Equal Opportunity/Equal Access Employer and Institution

The Journal of Accountancy
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Your Company is not vulnerable to concentrations of assets or
liabilities beyond the provisions for losses that have been made
in the financial statements. These provisions are based upon
estimates, however, and may prove to be too high or too low. On
the other hand, there is always a remote possibility that your
Company may experience gains over and above those that have been
included in the income of any particular fiscal period.

It is reasonably possible, although in management’s view not
probable, that because of the uncertainties mentioned above your
Company may not have the ability in the near future to pay its
expected cash outflows without adding to its existing obligations
in ways that may prove detrimental to shareholders’ interests. It
is even possible that an excess of cash outflows over cash in
flows may force your Company into bankruptcy, in which case there
may not be sufficient funds to discharge all legal and equitable
obligations, far less provide anything to shareholders.

Have a nice day.

Kenneth S. Most
Professor of Accounting
Florida International University

SCHROEDER & CO.
315 EAST MAIN STREET

JOSEPH K. SCHROEDER. CPA
NICHOLAS V. SCHROEDER. CPA

FRED J. SCHROEDER. CPA
VIRGEL R. RIEMAN. CPA

P.O. BOX 307
OTTAWA. OHIO 45875

TELEPHONE (419) 923-6191

May 21, 1993

FAX (419) 523-6500

Frederick Gill, Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

In Re: Proposed Statement of Position Titled "Disclosures of Certain
Significant Risks and Uncertainties and Financial Flexibility"
Dear Frederick Gill:
This letter is written to you regarding my opinion on the provisions of
the exposure draft of a Proposed Statement of Position titled, "Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility". It
appears to me that the proposed (SOP) would require inclusions of certain
risks and uncertainties disclosures in notes to the financial statements.
While I do not disagree with the disclosure of a description of major products
or services or that financial statements prepared in accordance with GAAP
requires use of management estimates, I do not agree with the disclosure of
near-term effects on financial statements of risks and uncertainties or the
disclosure of any concentrations existing at the financial statement date that
may make the enterprise vulnerable to the risk of near-term severe impact.

The third disclosure of the exposure draft puts the Practitioner in a
vulnerable position concerning the reasonable possibility that an estimate may
change and the effect of the change on the financial statements. The fourth
disclosure regarding concentrations may be very subjective and place a heavy
burden on Practitioners. If we disclose that a company is vulnerable to the
risk of near-term severe impacts, possible financing sources may disappear,
thereby, actually causing a financial difficulty. However, if the disclosures
are not made, the CPA Practitioner may be subject to liability through the
court system.
It appears to me that the proposed (SOP) may create more problems than
it solves. It also may result in "Boiler Plate" language used in disclosures
which do not help the financial community. Because of the above information,
please do not go any further with the exposure draft of the proposed Statement
of Position titled, "Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility". In other words, do not adopt the exposure draft.

Very truly yours,

Nicholas V. Schroeder, CPA
SCHROEDER & CO.
CERTIFIED PUBLIC ACCOUNTANTS

NVS:kjd

Legislative Division of Post Audit
Merchants Bank Tower
800 S.W. Jackson, Suite 1200

Topeka, Kansas 66612-2212
Telephone (913) 296-3792
FAX (913) 296-4482

May 17,1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

Thank you for the opportunity to respond to the exposure draft for the
Proposed Statement of Position, Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility. Based on our review, we have the following
comments.

1.

In general, all of the disclosures mentioned in the draft would be beneficial for
commercial enterprise financial statement users. The disclosures would better
allow these users (mainly cunent or potential investors) to assess the riskiness
of their investments. The remaining question is whether the benefits derived
from these disclosures are worth the cost of making the disclosures.
Answering this question is made more difficult because the parties deriving
the benefits are not the same as the parties incurring the costs. Our general
position is that the benefits would be significant, and the costs would not be
as significant (Some of our other comments below refer to specific aspects
of this question.)
On the other hand, the disclosures mentioned in the draft would be less
beneficial for governmental financial statement users. With the exception of
investors in a governmental entity’s long-term debt, riskiness of an investment
is not at issue for a government entity. In addition, some of the information
needed for the disclosures called for would be more likely to be developed
and maintained in the normal course of operations for a business and less
likely for a government That would increase the cost of implementation.
Because of this less cost-beneficial situation, we would urge that this
statement of position not be made applicable to government entities until the
Governmental Accounting Standards Board has given this issue its formal
consideration.

2.

Disclosure of factors that cause an estimate to be sensitive to material change
should be required so that financial statement users can better evaluate the
impact of the matter disclosed on their assessment of risk

3.

Given the inherently less defined nature of risks and uncertainties, we think
that the clarity of criteria and definitions in the draft statement of position is
adequate.

4.

Regarding the question of whether the information required to be disclosed
might be considered proprietary or confidential, our position, consistent with
laws and policies of the State of Kansas, is that when the desire for
confidentiality comes into conflict with a legitimate need to know, the need to
know should prevail. Exposure of the draft statement of position by the
Institute argues for a legitimate need to know.

5.

Regarding the appropriateness of requiring cash flow forecasts in some cases
to adhere to the disclosure requirements, our position is that if the reporting
entity is likely to need cash flow forecasts to make the required disclosure, the
entity is either likely to be making those forecasts already or deficient in its
financial management

6.

The disclosures called for by the draft statement of position are an integral part
of the financial statements in that they allow the user to better interpret the
statements. As such, those disclosures should be included in the basic
financial statements and subject to direct association with the independent
accountant or auditor

7.

The approach of providing broad guidance in the proposed statement of
position will not be difficult to implement, but it probably will be difficult to
litigate. We think that a good faith effort by all parties will serve the intent of
the statement well

Thank you again for the opportunity to review and comment of the draft
statement of position. If you have any questions, or if you would like to discuss any
of our comments, please let us know.
Sincerely,

Randy Tongier
Financial-Compliance
Audit Manager

cc:

Cindy Upton
National State Auditors Association

losef Wally
Vice President

Optical Coating
Laboratory, Inc.

Corporate Controller
and Secretary

May 17,1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Gentlemen,
The proposed SOP on Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility dated March 31,1993, should not be adopted as an authoritative SOP.

Disclosure on "the nature of operations":
This disclosure is straight forward and should be required.

Disclosure on "the use of estimates in the preparation of financial
statements."
This disclosure requirement should not be brought forward. The inclusion of this
disclosure establishes the impression that the financial statements are primarily estimates;
leading to the next step impression that the financial statements are "best guesses". The
quantitative nature of financial statements should be reinforced, not diminished as this
disclosure would do.

Possibly, such a disclosure sentence should be added to the Accountants Opinion
Statement.

Disclosure on "certain significant estimates":
This disclosure requirement should not be brought forward. This area is already covered
by FASB Statement No. 5. As a practitioner, the AICPA disclosure intent is confusing,
duplicative, contradictory and disinformative.

Disclosure on ^'current vulnerability due to concentrations":
This disclosure requirement should not be brought forward.

In government or not-for-profit entities, the nature of the activity is generally
’’concentrated’’ to an activity, region, or program. To require assessment and disclosure of
specific vulnerability to this "natural" concentration makes little practical sense.

Optical Coating

Mr. Frederick Gill
May 17,1993
Page 2

Laboratory, Inc.

In for profit businesses, the move toward or away from concentration is the "nature of on
going businesses" and is part of the ongoing management strategizing. Also, for large
companies, i.e. top 500 companies, disclosure of concentration in so-to-say 100 or 200
areas makes very little practical sense. In smaller, single focus companies the disclosure,
from an accounting standpoint, may tend toward vulnerability, while, from a marketing or
business point, the disclosure should probably reflect strength.

Disclosure of "financial flexibility":
This disclosure requirement should not be brought forward.
A business concern financial flexibility changes continuously. A company may not be able
to borrow on an unsecured basis at 5%; but may easily be able to lease equipment at
acceptable rates. Disclosure of financial strategizing rather than financial facts and
accomplishments will not help financial statement users.

In the not-for-profit sector, currently and the foreseeable future all budgets or funding are
being curtailed and a one sentence reference to financial constraints in an opinion statement
would be sufficient and almost superfluous.
In summarization, from a private industry company standpoint, this proposed AICPA SOP
is so blatantly directed at shifting legal responsibility from the accounting profession, that it
does not merit serious consideration. This proposed SOP is not a constructive
improvement to financial reporting.

Yours truly,

OPTICAL CITING LABORATORY, INC.

Josef Wally
Vice President, Controller, CPA and CMA

/sh

Richard a.

Lokcik

CERTIFIED PUBLIC ACCOUNTANT

7247 WEST TOUHY AVENUE
CHICAGO. ILLINOIS 6O631
(312) 792-1400

May 20, 1993
Mr. Fredrick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
I am writing relative to the SOP Exposure Draft "Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility". This exposure draft is very disturbing to me.
I am a sole practitioner CPA that principally handles small
business compilations. Implementation of this exposure draft would
virtually put practitioners like me out of business (at least as
practicing as a CPA).
Small businesses are already overburdened with complex accounting
rules and disclosures.
There is no way a small businesses can
afford the extra time and effort mandated by the requirements of
this proposed exposure draft.
Since there are no apparent
restrictions as to the applicability of this exposure draft, I can
only assume that it will apply to small business compilations.
If that is true, it may be necessary for practitioners like me to
discontinue membership in the AICPA, terminate my state license to
practice as a CPA, and set up shop as a non-CPA accounting and tax
service in order to avoid the horrendous burden of regulations like
this proposed SOP.
If the intent of the accounting rule making
bodies is to destroy the small business practitioner in favor of
the wishes of the "larger" firms, then I say that these objectives
are being successfully accomplished.

I know that my opinion on a matter such as this will be ignored as
unimportant; however, I felt compelled to express my opposition to
the applicability of standards such as this SOP to small business
compilation reports.

Respectfully submitted,

Richard A. Lokcik

Junkermier • Clark
Campanella • Stevens • P.C.
Certified Public Accountants

From:

JIM GALIPEAU

£^uJy..// 7^^

UPDATESERVICE
• Enacting new taxes or raising taxes, or reducing or eliminating services or programs
(for governmental entities)
The extent of disclosure concerning financial flexibility would take into consideration the
severity of the situation. For example, disclosure about renewal of an existing borrowing
arrangement would normally be less extensive than disclosure about some situation that
raises a question about the entity’s ability to continue as a going concern.

MINORITY VIEW
Four of the fifteen AcSEC members dissented from the issuance of the proposed SOP. Rea
sons cited for the dissents were that the proposed disclosure requirements:
• Exceed the requirements called for by the SEC in Management's Discussion and Analysis;
• Place an unreasonable burden on midsize and smaller entities and their independent
auditors;

• Are broader than what is required under SAS 59 for going-concern issues;
• Expand the requirements of SFAS 105 before the effectiveness of that statement can be
measured;
• Are so broad that they do not provide an objective basis for the development of reliable
information;

• Will change the independent accountant’s relationship to the information by requiring it
to become an integral part of the financial statements themselves; and
• Have such a low threshold for application of the financial flexibility (i.e., reasonably
possible) disclosures that some entities will not be able to make appropriate
tions without performing significant additional procedures, which means that the costs
of accumulating the information will exceed the benefits.

COMMENT DEADLINE
Comments should be sent by July 31, 1993, to:
Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
AICPA, 1211 Avenue of the Americas
New York, NY 10036-8775

TO ORDER THIS NEWSLETTER, CALL TOLL-FREE 1-800-950-1213
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This publication is designed to provide accurals and authoritative information in regard to the subject matter covered. It is sold with the under
standing that the publisher is not engaged in rendering legal, accounting, or other professional service, if legal or accounting advice or other
expert assistance is required, the services of a competent professional should be sought
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May 25, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified Public
Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE: File 4290, Exposure Draft of Proposed SOP "Disclosure
of Certain Significant Risks and Uncertainties and Financial
Flexibility"
Dear Mr. Gill:
In a word, "absurd." We believe that this proposed Statement
of Position should not be adopted for the following reasons:

1.
This SOP goes beyond the SEC's requirements for
Management's Discussion and Analysis by public companies. To apply
more onerous standards to all companies serves no purpose.
In
fact, management teams of most non-public companies are unable to
apply such analysis and disclosure requirements and the burden to
do so will fall on independent accountants.
This burden will
increase the costs of compilation, review, and audit engagements
and will subject independent accountants to increased risk.

2.
This SOP goes beyond the requirements of independent
accountants to assess going concern issues.
3.
This SOP exceeds the standards of FASB Statement No. 105
and apparently is designed to supplement any other applicable FASB
requirements.
Exceeding and supplementing FASB disclosure
requirements is unnecessary and confusing.
In fact, duplicative
financial reporting standards-setting by more than one body is not
what was contemplated when FASB was established.
4.
The judgment necessary. for the disclosures contemplated
by this SOP is outside the capabilities of management of non-public
companies and will put additional subjective decisions on
independent accountants, requiring skills and judgment that are
more akin to foretelling the future rather than reporting
historical facts.
This will result in excessive risk to
independent accountants, the costs of which are not justified by
improved financial reporting.
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5.
The information that this proposed SOP attempts to
provide to users of financial statements is already available to
these users if they ask for it.
In fact, lenders and other such
users of financial statements historically have obtained sufficient
data
to make
lending or other business
decisions
through
discussions with management of non-public companies and through
other means.
Applying this SOP conceivably might come so much
comfort that all risks and eventualities have been disclosed that
lenders and other users of financial statements reduce their own
investigative efforts and rely too much on the disclosures, thereby
putting independent accountants at additional exposure.
In
addition,
financial statements cannot anticipate/answer every
conceivable question that might be asked by every potential user.
6•
This SOP is simply another example of "standards
overload.”
While the United States struggles to maintain its
competitive position and its citizens' standard of living, too much
effort is expended on matters that do not generate revenue, that do
not produce a better society by eliminating poverty or illness, and
that do not position America to assure future generations a decent
standard of living. This SOP is a perfect example of a "standards
overload” that will generate a lot of activities and income re
distribution from companies to accountants.
But it will not aid
the competitiveness of American business or assist our citizens in
their national quest for a good and great society now or in the
future.

Finally, you should remember that when President Clinton held
his economic summit to get a sense of what problems businesses
faced the very question of accounting standards overloads was
raised by a participant at the summit.
You should bear in mind
that
business
person's
concerns
about
accounting
standards
overloads when adopting this proposed SOP and in undertaking
similar activities in the future.

Frank M. Zaveral

SAFECO
SAFECO CORPORATION
SAFECO PLAZA
SEATTLE, WASHINGTON 98185

TELEPHONE: (206) 545-5532

BOH A. DICKEY, EXECUTIVE VICE PRESIDENT AND

CHIEF FINANCIAL OFFICER

May 19, 1993
Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division — File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Regarding:

SOP Exposure Draft — "Disclosure of Certain
Significant Risks and Uncertainties and
Financial Flexibility"

Dear Mr. Gill:

The purpose of this comment letter is to communicate our
strong opposition to the issuance of this SOP.
The
contents of the draft are just one more example of
redundancy and overkill by our profession.
The purpose of financial statements is to present a
company’s financial position and results of operations. It
is not to explain the nature of that company's industry,
that estimates are used in the accounting process (which
all reasonable users have known for decades), or to
describe all business risks or future financing plans.
Lets give the users of financial statements a little credit
and also some continued responsibility for understanding
the industry and environment in which a company operates.
Prudent investors, lenders and rating agencies recognize
they need to understand a company and that company's
industry.
They know they are not going to get all the
information they need from financial statements now or in
the future. Why do accounting standard setters continue to
want accountants to be all things to all people?

I believe the provisions of the proposed SOP place an
unreasonable,
unnecessary
and
expensive
burden
on
companies. In addition, these rules will result in users
developing unrealistic expectations for financial statement
disclosures regarding various business risks. As a result,
an ever increasing number of lawsuits will be filed against
both management and auditors. We all know that if there is
one thing we need more of—its litigation!

SAFECO INSURANCE COMPANY OF AMERICA
GENERAL INSURANCE COMPANY OF America
First NATIONAL INSURANCE COMPANY OF AMERICA
SAFECO NATIONAL INSURANCE COMPANY
SAFECO INSURANCE COMPANY OF ILLINOIS

SAFECO LIFE INSURANCE COMPANY
SAFECO NATIONAL LIFE INSURANCE COMPANY
SAFECO CREDIT COMPANY. INC
WINMAR COMPANY. HC

SAFECARE COMPANY. INC.
SAFECO PROPERTIES. INC.
SAFECO SECURITIES. HC
SAFECO ASSET MANAGEMENT COMPANY

Mr. Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
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This proposed SOP has elements of providing redundant
"blanket" or "umbrella" rules.
The exposure draft even
states that the new proposed rules are somewhat redundant
to some GAAP rules we presently have today and that the
five areas these new rules would cover are not mutually
exclusive among themselves. We don't need cumbersome new
rules such as these.
What we need is a return to basics—
the proper application of present rules and increased
integrity on the part of management and auditors. Once the
public learns that integrity and quality cannot be
legislated, we'll all be better off.
Please do not issue this SOP and in the future put our
resources to better use.
Sincerely,

Boh A. Dickey
Executive Vice President
& Chief Financial Officer
jd

2151 River Plaza Drive
Suite 105
Sacramento, CA 95833

Macias & Miranda
Certified Public
Accountants

May 19, 1993

Mr. Frederick Gill
Senior Technical Manager
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
The following are my comments regarding the Exposure Draft of a Proposed Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility.
Page 11 - CONCLUSIONS

Paragraph 8:
Nature of operations - okay
b.

Use of estimates in the preparation of financial statements - okay

c.

Certain significant estimates - okay

d.

Current vulnerability due to concentrations - okay
Financial flexibility - no

I have no additional comments for this SOP.

Sincerely,
MACIAS & MIRANDA
Certified Public Accountants

By:

Kenneth A. Macias, CPA
Managing Partner
KAM/lsm
cc:

Robert L. Eichel
Office Locations:

Sacramento

Los Angeles

•

Orange County

Washington P.C

DAVID A. HAFFT & CO
Certified Public Accountant

1020 Milwaukee Avenue
Suite 208
Deerfield, IL 60015
Phone (708) 808-8050
Fax (708)808-8052

May 20, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290

AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775
RE: Exposure Draft-Disclosure of Certain Significant

Risks and Uncertainties and Financial Flexibility
Dear Mr. Gill:
After reviewing this Exposure Draft 1 have concluded that I agree with the opinion

rendered by the four Minority Members of AcSEC who dissented from the issuance of

this SOP.

This SOP will create additional reporting requirements for non-public companies without
any related benefit for the costs incurred in obtaining this information.

The financial

statements prepared for non-public companies are for use by the owner's of these
companies and their bank.

Surely, any additional information needed by a bank can be

obtained from the C.P.A. or management of the company without going to the extremes

envisioned in this SOP for obtaining information from "sources" inorder to meet the
disclosure requirements included in this Exposure Draft.

Very truly yours,

Marshall M. Goldstein, P.C.
Certified Public Accountant
020 Milwaukee Avenue, Suite 208
Deerfield, Illinois 60015

Phone
(708) 459-0003

May 20, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA

1211 Avenue of the Americas

New York, N.Y. 10036-8775
RE: Exposure Draft-Disclosure of Certain Significant

Risks and Uncertainties and Financial Flexibility
Dear Mr. Gill:
After reviewing this Exposure Draft I have concluded that I agree with the opinion

rendered by the four Minority Members of AcSEC who dissented from the issuance of
this SOP.

This SOP will create additional reporting requirements for non-public companies without
any related benefit for the costs incurred in obtaining this information.

The financial

statements prepared for non-public companies are for use by the owner's of these
companies and their bank. Surely, any additional information needed by a bank can be
obtained from the C.P.A. or management of the company without going to the extremes
envisioned in this SOP for obtaining information from "sources" inorder to meet the
disclosure requirements included in this Exposure Draft.

Very truly yours,

Schooler, Weinstein, Minsky & Lester, P.C.
Certified Public Accountants
335 MERRICK AVENUE. EAST MEADOW. NEW YORK 11554-1560 - TEL (518) 784-2323 - FAX (518) 784-8234

May 26, 1993

Mr. Frederick Gill, Senior Technical Mgr.
Accounting Standards Division, File 4290
AICPA
1211 Ave of the Americas
New York, N.Y. 10036-8775
The following is a commentary on your proposed statement of
position on the Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility.
"It's just what the
profession needed !!" Another set of disclosure rules to add to
the financial statement regulation overload and to create two
levels of GAAP, or interpretations thereof, which SAS #69 tried to
eliminate. Your proposed SOP just exacerbates this problem!

Furthermore, because the above statement would apply to all issuers
of financial statements, it would immeasurably increase the cost
and procedural difficulty of performing audits, reviews and full
disclosure compilations for small reporting entities by small and
medium-sized accounting firms, not to mention the hardship it would
cause sole-practitioners.
To paraphrase the minority’s view on
this SOP, its requirements are more onerous than what is required
by SEC regulations for public companies in their management
discussion and analysis because the broad range of information that
would have to be considered for possible disclosure by small
business entities.
The SOP is also in direct conflict with, or requires different
measurement standards than, several accounting and auditing
considerations such as; (1) "The ability of an entity to continue
as a going concern", which is covered by SAS #59 and in a portion
of the new SARR'S #7 (both of which, incidentally, are regarded as
sensible clear functional pronouncements by the profession) and (2)
"Disclosure of off balance sheet risk and financial instruments
with concentration of credit risk" which is more than amply
enumerated in FASB #105.

Sometimes I think that your organization, as well as the FASB,
operates in a vacuum when it comes to understanding, or giving any
consideration to, what the implications are of implementing such
expansive and wide ranging disclosure requirements by small and
medium-sized business entities and accounting firms.
Let's be
realistic, non-public firms of this size and nature do not have
sophisticated management and financial personnel to gather, analyze
and interpret the information that this SOP would require. Thus
the burden of complying with this proposed SOP would fall on the
shoulders of these entities' accountants and auditors.

Aside from substantially increasing the costs for all types of
engagements requiring disclosures, which in many instances cannot
be passed along to the client because in the competition of today's
economy it just can't be done, SOP's and FASB's of this nature
raise a more basic question in the profession and that is: can
accounting firms or sole-practitioners still choose the type of
practice and clients they wish to have under the increasing
financial statement disclosure overload problem? Or to avoid this
continuing stream of disclosure regulations which increase time
requirements and costs, must we as accountants and auditors now
limit our practice to non-disclosure compilations and tax closings
so that we can economically afford and have the time to continue to
serve as business, tax, and financial advisors to our clients?

Very truly yours,

Don Seffinger
Administrator Director

Vrakas/Blum
CERTIFIED PUBLIC ACCOUNTANTS AND BUSINESS

VRAKAS BLUM & CO SC
DEER CREEK CORPORATE OFFICE
445 south moorland road suite 400
BROOKFIELD WISCONSIN 53005
FAX (414) 797-7895
TELEPHONE (414) 797-0400

June 3,

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775
Re:

Exposure draft
Proposed statement of position
Disclosure of certain significant risks and uncertainties
and financial flexibility

Dear Mr. Gill:
After reviewing the above referenced exposure draft, I and other
members of my firm are in agreement with the minority of four
members of AcSEC who dissented from the issuance of the proposed
SOP for the following reasons (see paragraph 32):

Increased responsibility for preparers and independent
accountants
Subjectivity of the information
Cost and benefit of the information

As a local firm of approximately 35 professionals specializing in
serving the closely-held business, the cost of implementing this
SOP would more than outweigh the benefit.
If AcSEC approves this SOP, I strongly encourage them to exclude
some entities from the scope of the SOP.
This should be based on
whether the entity is a nonpublic enterprise.

I appreciate your consideration in this matter.
Very truly yours,

VRAKAS, BLUM & CO., S. C.

Karin M. Gale

R.C. BALDWIN, CPA
May 21,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of CPA’s
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:
Re: Proposed SOP on Disclosures. Etc.
I am writing in support of the Proposed Statement of Position dated March 31,1993 titled
"Disclosures of Certain Significant Risks and Uncertainties and Financial Flexibility".
I operate a very small firm (one staff accountant), and approximately 40% of my revenue
represents services to audit clients. I recently underwent a Quality Review with an
unqualified opinion and no matters for comment.

My first audit assignment more than thirty years ago was supervised by a person who was a
"relic" of the 1920's. His audit documentation was practically non-existent, but he excelled
at finding out what was really happening in the client’s business. His technique was simple.
He talked with people, and listened. I was simply astonished at his depth of knowledge
about the client's affairs (a new client to the firm, so I watched ALL the fact finding).
His advice to me as I started my audit career was that times had changed, and close
attention to documentation and procedures, and doing audits "by the numbers", would be
vital for my career. He recognized that he was a relic, and could not adapt to the new
environment. It was a memorable experience.
I carry with me to this day his techniques for finding out about significant events that might
not be in the books and records, and about events that no amount of ticking and footing will
uncover. Talk with everybody - sales people, engineers, assembly workers, and even the
person who sweeps the factory floor. And listen.

This proposed SOP merely acknowledges that readers of financial statements need to know
about the nature of the business, and about significant risks and uncertainties that might not
be in the books and records. The disclosure examples are not onerous, and are helpful in
understanding the context of the disclosures.
I see no problems for my practice if this SOP is adopted.

Yours truly,

Ronald C. Baldwin, CPA

31,119 U.S. Highway 19 North, Palm Harbor, Florida, 34684-4408 Tel. (813) 786-5583, FAX (813) 789-5296
Also Simsbury, Connecticut, Tel. (203) 658-7769, FAX (203) 651-5825

South Carolina Electric & Gas Company
Columbia, SC 29218
(803) 733-4097

Jimmy E. Addison
Vice President and Controller

SCE&G

May 25, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

South Carolina Electric & Gas Company (SCE&G) is pleased to respond to the AICPA
Accounting Standards Executive Committee’s exposure draft of a proposed statement
of position (SOP) "Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility."
SCE&G, a wholly owned subsidiary of SCANA Corporation, is a regulated public
utility engaged in the generation, transmission, distribution and sale of electricity
and in the purchase and sale, primarily at retail, of natural gas in South Carolina.

Nature of Operations
SCE&G agrees with the required disclosure relating to major products of the
reporting entity and its principal markets, as well as the relative importance of its
operations in each industry, where the reporting industry is involved in more than
one industry. While the required disclosures are more stringent than the current
disclosures required by FASB Statement No. 14, they are consistent with the
requirements under Regulation S-K, Item 101, concerning the description of the
reporting entity’s business and meet the requirement of providing reliable and
relevant information to the users of financial statements.

Use of Estimates in the Preparation of Financial Statements

SCE&G agrees with the proposed disclosure that the preparation of financial
statements in conformity with GAAP requires the use of estimates. While the
disclosure will be standardized in the majority of cases, it further communicates to
the users the "inherent limitations on precision in financial statements" (para. B20).
SCE&G does, however, believe that if such disclosures are contained in a
Management's Report, that additional disclosure in the notes to the financial
statements is not warranted, and that such duplicative disclosures will only serve
to dilute the impact of such language.

Mr. Frederick Gill
Page 2
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Certain Significant Estimates, Current Vulnerability Due to Concentrations, and
Financial Flexibility

SCE&G disagrees with the proposed disclosures relating to certain significant
estimates, current vulnerability due to concentrations, and financial flexibility.
These disclosures require discussion of the above items when potential risk of a
severe near-term impact is reasonably possible.
These requirements impose additional responsibility on both the preparers and the
independent accountants to provide information that, while relevant, will often not
be reliable, and further will be easily challenged by hindsight. In addition, as noted
in the minority view, such disclosures "would encourage users to have unrealistic
expectations regarding the completeness of such information" (para. 32b).

The potential for litigation is increased significantly with the requirements of this
statement. The SOP recognizes, in its background information, that "no system of
reporting can provide early warnings of all future detrimental events," and that
financial statements may be weighted down "in an attempt to describe every possible
risk and uncertainty facing the reporting entity" (para. B4). While AcSEC indicates
in para. B5 that the SOP is to differentiate between the significant matters and the
lesser risks that do not warrant disclosure, the criteria imposed by the SOP will in
practicality confer on the preparer a responsibility to disclose a large number of
future items (which, based on "reasonably possible" criteria, may or may not occur)
in an effort to avoid potential litigation, resulting in excessive reporting and
potential dilution of the relevance of the financial statements.
The disclosures required for the three above noted items are highly subjective,
using the criteria of reasonably possible in the context of future events, rather
than the more objective criteria under a) FASB Statement No. 5 of reasonably
possible with regard to events existing at the time of issuance of the financial
statements and b) the SEC's MD&A requirements of known events and uncertainties
which are reasonably likely to occur. Again, as noted above, the subjective nature
of such requirements will lead to excessive disclosures in an attempt to avoid
litigation.

Further, the inclusion of such subjective disclosures in the audited notes to financial
statements, rather than in a comprehensive discussion such as MD&A, places an
unreasonable burden on the independent auditors which will be felt by the industry
and its customers through increased costs resulting from litigation and additional
insurance premiums. In addition, since similar disclosures are required by
Regulation S-K in MD&A (with more objective criteria as noted above), the inclusion
of such items in the notes makes the comprehensive document duplicative and
unnecessarily burdensome.

Mr. Frederick Gill
Page 3
May 24, 1993

Finally, the financial flexibility disclosures place a disproportionate burden on
companies that are capital intensive. For companies such as public utilities, which
rely on varying forms of borrowings throughout the operating cycle, the financial
flexibility disclosures will require that a comprehensive disclosure be made of each
step of management’s course of action throughout the year, even though such steps
may be continually taken as part of the normal course of business and would not be
considered relevant given the nature of the industry.
SCE&G appreciates the opportunity to comment on the proposed SOP. We hope our
comments are useful in your consideration of disclosures of certain significant risks
and uncertainties and financial flexibility.

Sincerely,

Jimmy E. Addison
Vice President and Controller

/va
c: Martha Mitchum, SCACPA

Bond Beebe
June 1, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:
I am responding with comments on the exposure draft, "Proposed Statement of
Position - Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility."
My first comment is one of commendation. I can see that a lot of work went into the
proposed SOP and find the volume and quality of illustrative disclosures and the background
information made available in the appendices particularly helpful.
I find myself solidly entrenched with the minority of the four members of AcSEC who
dissented from the issuance of this proposed SOP, as regards all three of their contrary
beliefs. First, there is no question that this SOP would significantly increase the responsibility
of CPAs in the practice arena and place an unreasonable burden on all entities. In this
regard, I note that AcSEC requested comments on whether some reporting entities should be
excluded from the scope of the SOP or from certain of its disclosure requirements. In my
opinion, if the SOP is vested with viability, all of the criteria for exclusion summarized on
pages 1 and 2 of the AcSEC transmittal letter of March 31, 1993, should be adopted.
Furthermore, I believe that entities so excluded should be excluded from the entire scope of
the SOP.

In agreeing with the other two of the consensus points of the four-member minority, I
believe that they are relevant to all entities and beg the set-aside of the entire draft docu
ment. It is an understatement to refer to the requirements of this proposed SOP as being
objectionably broad and volunteering troublesome disclosures that could, and will, be
challenged based on hindsight. I believe that it exposes our profession to additional and
excessive risks, and, in essence, tries to create a "super audit product," while on other fronts
the profession is studiously trying to accomplish narrower understanding of an audit.
Finally, I concur that there is an onerous and disproportionate economic burden on
non-public entities and their CPAs. Frankly, given the above comments, the SOP simply
does not pass the cost/benefit smell test for any entities. Certainly, given the required

A Professional Corporation of
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judgments and determinations to allow compliance with the SOP, significant costs in terms of
labor hours translated into consumer dollars or lower earnings to the CPA will surely be the
result. The costs far outweigh the benefits in my view.

I understand that my comments on this exposure draft become part of the public record
of the AICPA and will be available for public inspection at the AICPA’s office for one year
after October 31, 1993.

Joseph M. Tanis

Sharrard, McGee & Co.,P. A.

MAILING address

CERTIFIED PUBLIC ACCOUNTANTS

P.O BOX 3152

GREENSBORO, NC 27402-3152

SUITE 200,1111 WEST FRIENDLY AVENUE-GREENSBORO, NORTH CAROLINA 27401

(919) 272-9777

FAX (919) 172-0719

(919) 722-3725 WINSTON-SALEM
HIGH POINT OFFICE
1813 NORTH MAIN STREET

(919) 884-0410

June 1, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Sir:

I am writing to express my opposition to the proposed
Statement
of
Position
(SOP),
and
Disclosure
of
Certain
Significant Risks and Uncertainties and Financial Flexibility .
This proposed SOP, if adopted, would have major impact on many of
our clients, who I am not sure would fully understand the purpose
and additional costs associated with this new requirement.
The users of financial statements with whom I am acquainted
appear to be totally satisfied with the financial information
that they now receive.
If there is a problem, it seems to be
with the quality of reporting under existing pronouncements.
Therefore,
rather
than
apply
another
layer
of
reporting
requirements on small businesses, the AICPA will be better served
by continuing to promote excellence in application of existing
requirements.
Before SOP should ever be considered
for
enactment, AICPA needs to make a major effort at advising its
membership and offering training sessions.
If this is to be the
law under which we operate, members should be exposed to
significant
continuing
education
training
courses
before
enactment.
It does not serve the profession's interests at all
to have major new rules applicable to all firms that only some
are actually following.
Thank you for your attention in this matters.

Sincerely,

Sharrard,

McGee & Co., P.A

William H. Knight, CPA
WHK:bb

June 3, 1993
Mr. Fredrick Gill
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
I am writing you regarding the recent proposed Statement of
Position, Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility. This proposal would require that all
enterprises
disclose information
about certain risks
and
uncertainties in their financial statements beyond information that
is now required.
As the controller of a mid-sized, privately held company, I oppose
this new SOP for the following reasons:
1.
The SOP's requirement for entities to disclose information "of
which management is reasonably expected to have knowledge"
would expand the responsibilities of financial statement
issuers and would be unduly burdensome for companies that are
small to mid-sized.
2.
The increased responsibilities of financial statement issuers
and their accountants, coupled with the need to gather
additional information, will entail additional costs. In some
instances, these costs could be substantial.
3.
The scope of the requirement to disclose all risks and
uncertainties of which management is reasonably expected to
have knowledge, is so broad and subjective that it may
inevitably cause confusion and invite subsequent challenges
based on hindsight. Such requirements will encourage users to
have unrealistic expectations about the disclosures because
issuers and their independent accountants will actually be
unable to insure that all risks and uncertainties have been
ascertained and disclosed.
This in turn, will expose
financial statement issuers and their independent accountants
to additional risks of litigation.

For the reasons stated above, I believe that the proposed AICPA
Statement of Position, Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility should not be released.

Sincerely,
CAPITAL CITY DISTRIBUTION, INC.

Dennis A. Kleinheinz, CPA
Vice President - Controller
Capital City Distribution, Inc.

608 223 2000

P.O. Box 8156

2537 Daniels St.

Madison, WI 53708

Fax 608 223 2010

Commercial Acetals Company

P.O. Box 1046

Dallas, Texas 75221-104C

June 4,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AZCPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Re. Exposure Draft on Proposed Statement of Position - Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility

Dear Sir:
I am writing on behalf of Commercial Metals Company (NYSE) to strongly
oppose the tone and direction of the referenced statement of position.

In general, it takes the sense of our present Management's Discussion and
Analysis and requires it to become part of the audited financial statements. This
is troublesome because:

1. It is not the purpose of the financial statements to educate the ignorant
about the basics of our industry or company. Xt is not an industry
primer; we should not be required to meet the lowest common denominator
of disclosures for all interested parties. Users unfamiliar with company
or industry operations have significant other sources of information
outside of the financial statements.
2. The narration of operations does not add significantly to present
disclosures.

3. Soft disclosures carry real legal liability exposure; there are at least
some safeguards with our SEC disclosures.
4. Mandatory disclosures regarding potential liabilities are a lose-lose
proposition for management. If they come true, we are criticized for
failing to take preventive action. If they pass, we are criticized for
yelling "wolf" or worse, not knowing how important factors affect our
company. If we miss an unanticipated event we are criticized for being
asleep at the wheel. The financial statements become a sophisticated
Ouija board. The more we depart from historical information the less
creditable the statements become.

5. Auditors will struggle with obtaining sufficient, competent evidence to
corroborate our assertions.
Specifically I offer the following thoughts:
1. Para. 10 - These disclosures add fluff not substance to the statements.
Companies will be reticent to add specifics of proprietary market
location or products.

7800 Stemmons Fwy.

Telephone: 214-689-4300

W.U. Telex: 73-2264

Fax:214-689-4320

2. Para. 12-13 - These take a standard (FAS 5) that is admittedly subjective
and extends it into speculation. "Reasonably possible" is the default
area between the two defined terms of "probable" and "remote" and
therefore covers the widest range of probability. It also encompasses the
widest range of error.

With the proposed standard, three pieces of evidence must be
simultaneously evaluated:
1. The amount of loss
2. The range within which the loss is subject to volatility
3. The time frame of the volatility

Each factor has a compounding effect; at lower levels of probability
still within the definition of reasonably possible, the final answer
could, in fact, be remote yet subject to disclosure.

Without a bright line definition of reasonably possible, things get a bit
problematic. Para. 15's example of environmental liabilities is
especially relevant. The profession lacks consensus on how to account for
these items. The regulators and courts are in an evolutionary period of
decisions. Changing administrations adds a political note to our
predictions. Seemingly anything environmental is reasonably possible and
all could have devastating effects on the financial statements. We are
not skilled enough wordsmiths nor is there sufficient room in the
statements to adequately convey these messages that the standard would
have us do.
3. Para. 11 - This is useful disclosure. Financial statements give an
overall appearance of microscopic accuracy that is not warranted and is
misunderstood.

4. Para. 16-17 - Describing ranges in exposures leaves the impression that
management had wide flexibility in recording amounts. This is not true
and not permitted under present accounting principles. Xt undermines the
efforts of management to present the best available information and its
informed opinion; instead the proposed standard substitutes quantity of
information that will confuse a reader.
5. Para. 21 & 30 - This disinformation is compounded by the logic of this
section which states that "Such a conclusion is not a prediction with a
specified probability that there will be a near-term severe impact." The
mere presence of such disclosures gives them more credibility than they
inherently have, and readers will ascribe a probability to them, the
SOP's good intentions not withstanding. Para. 30 states "An assessment of
whether a disclosure is required should not be found to be in error
simply by future events." We will be unable to convince analysts of this
with consequent negative implications on stock market performance.

6. Para. 21 - Footnote 12 is fatalistic, negative and overly presumptive.
The standard it sets is so low footnote disclosures will read like
prospective company obituaries.
7. Para. A.32 - Announcements of intentions by competitors do not constitute
a reasonable possibility of action worthy of disclosure. The competition
often floats trial balloons to gauge public and competitor reaction.

8. Para. A.89 - This reads like a going concern disclosure in utero. The
suggested actions by management are so close to motherhood statements as
to be useless. The company and the auditors must decide that the next
year is clear or it isn't. No half pregnant statements.
9. Para. B.4 - We finally found common ground. We agree with this.

10. Para. B.6 - If certain users had their way, they would park next to the
chief financial officer and monitor all activity. We cannot satisfy
everyone's curiosity.

In summary, we find the proposed statement objectionable because:
1. The context of "reasonably possible" is too broad and the issues it might
apply to practically boundless.

2. The cost/benefit equation is not balanced. Our independent auditors and
management will be exposed to greater liability risk without commensurate
gain in financial statement disclosure.
3. Going concern considerations are too reaching in going from "substantial
doubt” to "reasonably possible."

4. Disclosures tend toward speculation not objectivity. Therefore accuracy,
completeness, and competency are compromised.
Thank you for the opportunity to express our comments.

Sincerely

William B. Larson
Assistant Corporate Controller
Commercial Metals Company

cc: L. Engels - Chief Financial Officer
J. Mulos - Controller
C. Siemer - Deloitte & Touche

dec
May 19, 1993

AICPA
1211 Avenue of the Americas
New York, N.Y.
10036-8775

Attn: Frederick Gill, Sr. Technical Manager
Accounting Standards Division
File 4290
RE:

Proposed SOP: Disclosure of Certain Significant Risks
Uncertainties and Financial Flexibility

and

This letter is in response to your request for comments regarding
this proposed SOP.
In the aggregate, our firm agrees with the opinions held forth in
the Minority view to the proposed SOP.
Our comments relating
specifically to the issues on which you requested opinions are as
follows:

SCOPE: Making the proposed SOP a requirement for all entities that
prepare GAAP financial statements will be burdensome and costly for
those entities that are smaller and privately-owned as we are. The
financial statements for these entities are generally used only by
the entity's banks and insurance companies, all of which should
have continuing communication with the entity regarding the issues
raised in the proposed SOP as part of their normal business
practices.
Owners of smaller and privately-owned entities are
generally involved in the day-to-day management of the entity and,
also, would be familiar with the information subject to the
disclosures required by the proposed SOP. We would recommend that
the proposed SOP exclude nonpublic enterprises as defined in FASB
Statement No. 21.
DISCLOSURES:
We agree that the nature of operations and use of
estimates in financial statement disclosures are useful for the
readers of the financial statements of larger, publicly held
entities.
However, we feel that extending these disclosures to
smaller, privately-held entities would serve no useful purpose due
to the closeness the readers of the statements have with the
reporting entity.
CERTAIN SIGNIFICANT ESTIMATES:
We believe that any user of the
financial statements realizes that certain estimates are required
on the part of management. The definition of what is a significant
estimate that should be disclosed is too vague under the proposed
SOP as well.
We recommend that this disclosure be eliminated.

2601 CRESTVIEW DRIVE. NEWBERG. OR 97132-9257 • POST OFFICE BOX 111. NEWBERG OR 97132-0111
TELEPHONE 503 538-9471 • TELEX 4970448 • FAX 503 538-5911

CURRENT VULNERABILITY DUE TO CONCENTRATIONS : We believe that this
disclosure requirement can be beneficial to the readers of the
financial statements of publicly held entities once the definition
of "severe impact" is made clearer.
As it now stands, we feel
there would be too much latitude in determining whether disclosure
should exist.
This disclosure should be excluded for nonpublic
enterprises as defined in FASB Statement No. 21.

FINANCIAL FLEXIBILITY: We believe the requirement for a Statement
of Cash Flows for publicly held enterprises is a good one and will
highlight the need for the financial flexibility courses of action
described in the proposed SOP.
However, the courses of action
indicated are those that would be looked at by any competent
management and understood as available options by any reader of the
financial statements. The additional disclosure of those options
as indicated by the proposed SOP, however, would seem to be
superfluous and we feel disclosure of financial flexibility
information is not required.
PLACEMENT OF DISCLOSURES: Including the disclosures discussed in
the proposed SOP in the footnotes to the financial statements will
change the relationship of the independent accountant to the
information. Significantly more time and expense on the part of
the independent accountant will be required to become satisfied
that the disclosed information is reasonable and appropriate in the
footnotes to the financial statements than if the disclosures were
made in Management's Discussion and Analysis.
In our opinion,
these additional disclosures should be continued in the MD&A
because the additional cost outweighs any additional benefit that
might result from footnote disclosure.
RANGE OF RISKS AND UNCERTAINTIES:
The proposed SOP continually
refers to "information available prior to issuance of the financial
statements and of which management is reasonably expected to have
knowledge".
Although "an assessment of whether a disclosure is
required should not be found to be in error simply by future
events" would indicate that hindsight is not at issue, our
litigious society and past court cases have indicated otherwise, at
the expense of both independent accountants and their clients. The
definitions of what should or should not be known and "reasonably
possible" are too broad and nebulous and we feel they should be
modified.

Very truly yours

Alan L. Steiger CPA
Director of Finance

Randall A. Reed, CPA
Controller

590 Vallombrosa Avenue / Chi
co. California 95926
telephone (916) 895-1209 / FAX (916) 895-3010

June 9, 1993

Norman Strauss, Chairman
Accounting Standards Executive Committee
Ernst & Young
277 Park Ave. 26th Floor
New York, New York 10172

DAILEY
HARRISONaccountancy
corporation

Richcrd L Harrison
CPA
George F Dailey
CPA
John Woodmansee
CPA
Michael E Wright
CPA
Kenneth R. St
en
CPA
Erin J. Crowley
CPA

Re: Exposure Draft, proposed Statement of Position:
"Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility".
We, as members of the AICPA, are adamantly opposed
to the provisions of this exposure draft.
The
reporting requirements are subjective, and for
small firms, most difficult to envision compliance.
The responsibility thus placed on the C.P.A. will
be inordinate.
The proposed SOP creates, rather
than solves problems.
Very truly yours,

HARRISON-DAILEY
Accountancy Corporation
Richard L. Harrison,CPA

Kenneth R. Stein,CPA

George F. Dailey,CPA

Erin Crowley,CPA

John G. Woodmansee,CPA
Michael E. Wright,CPA

cc: Arlene Rodda
1211 Avenue of Americas
New York, New York 10036

CERTIFIED PUBLIC ACCOUNTANTS

MEMBER OF AICPA DIVISION OF FIRMS

PADGETT, STRATEMANN & CO., L.L.P.
CERTIFIED PUBLIC ACCOUNTANTS
AND BUSINESS ADVISORS

June 9, 1993

Mr. Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:

This letter is in response to an invitation to comment on a proposed AICPA Statement
of Position (SOP), Disclosure of Certain Risks and Uncertainties and Financial
Flexibility. We oppose certain additional disclosures which would be required under
the proposed SOP, as follows:

1.

Increased Responsibility for Issuers:
The SOP’s requirement for entities to disclose information "of which management
is reasonably expected to have knowledge" would significantly expand responsi
bilities of financial statement issuers, would be extremely burdensome, and
would foster a litigious atmosphere (i.e., hindsight is always 20-20). Many
small businesses not currently subject to MD&A requirements would now be subject
to an even more onerous standard of disclosure.
In addition, the independent accountant’s responsibilities would be increased,
because disclosures will expand current requirements to discuss these items in
the financial statements. Again, with hindsight, some issue might look like it
should have been "reasonably possible" when at the date of the financial state
ments, it may have been extremely subjective and difficult to determine that
fact.

Also, which standard would apply to going-concern issues - the "reasonably
possible" standard as proposed in the SOP or "substantial doubt" as defined in
Statement on Auditing Standards No. 59?

2.

Unjustified Increased Costs:

The SOP increases the responsibilities of financial statement issuers and their
accountants regarding gathering information about the entity’s significant
estimates, vulnerability to concentrations, and financial flexibility.
This
will certainly cause the entity to incur substantial additional costs, which we
believe are unwarranted, especially due to the subjective nature of the addi
tional disclosures.

1635 N.E. Loop 410, Suite 700 — San Antonio, Texas 78209-1620
Telephone(210) 828-6281 - Fax (210) 826-8606
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3.

Overly Subjective and Onerous:

As previously stated, we believe that the requirement to disclose all risks and
uncertainties is so broad, subjective, and onerous that it is a virtual cer
tainty to cause confusion and legal challenges based on hindsight.
Users of
financial statements will have unrealistic expectations about what disclosures
should have been made, now that time has elapsed since financial statement
issuers and their independent accountants will be unable to assure that all
risks and uncertainties have been determined, defined, and disclosed.

Please feel free to call me to clarify any of the aforementioned comments.

Sincerely,

Steven I. Feinstein, CPA

Director of Auditing and Accounting
SIF:gpw

Mierendorf and Co., P.C.

Certified

Public

Accountants

SUSAN C. COBB, C.P.A.

JOSEPH G. MIERENDORF, JR., C.P.A.

June 9, 1993
Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

I am writing to you about the exposure draft for disclosure of
financial flexibility. This draft would require a disclosure of
management's course of action when they can not meet expected cash
outflows in nearly every financial statement prepared. This would
create a costly and impractical disclosure requirement.
Please consider changing the draft to require the disclosure only
if it is probable that management will not meet its expected cash
flow needs instead of reasonably possible.
This will create
disclosures only for the entities that are in trouble and not for
all entities, which is probably what the Board was trying to
accomplish.

Thank you for your consideration.

Joseph G. Mierendorf, Jr., CPA

SUITE 308 FEDERAL SQUARE BUILDING, GRAND RAPIDS. Ml 49503 (616) 456-5222

Mierendorf and Co., P.C.

Certified

Public

Accountants

JOSEPH G. MIERENDORF. JR.. C.P.A.

SUSAN C COBB. C.P.A.
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Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

I am writing to you about the exposure draft for disclosure of
financial flexibility. This draft would require a disclosure of
management's course of action when they can not meet expected cash
outflows in nearly every financial statement prepared. This would
create a costly and impractical disclosure requirement.
Please consider changing the draft to require the disclosure only
if it is probable that management will not meet its expected cash
flow needs instead of reasonably possible.
This will create
disclosures only for the entities that are in trouble and not for
all entities, which is probably what the Board was trying to
accomplish.

Thank you for your consideration.
Sincerely,

Susan C. Cobb,

CPA

SUITE 308 FEDERAL SQUARE BUILDING. GRAND RAPIDS. Ml 49503 (616) 456-5222

Mierendorf and Co., P.C.

Certified

Public

Accountants

SUSAN C. COBB, C.P.A.

JOSEPH G. MIERENDORF, JR., C.P.A.

June 9, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA

1211 Avenue of the Americas
NY 10036-8775

New York,

Dear Mr. Gill:

I am writing to you about the exposure draft for disclosure of
financial flexibility. This draft would require a disclosure of
management's course of action when they can not meet expected cash
outflows in nearly every financial statement prepared. This would
create a costly and impractical disclosure requirement.
Please consider changing the draft to require the disclosure only
if it is probable that management will not meet its expected cash
flow needs instead of reasonably possible.
This will create
disclosures only for the entities that are in trouble and not for
all entities, which is probably what the Board was trying to
accomplish.
Thank you for your consideration.

Denise E. Stephenson, CPA

SUITE 308 FEDERAL SQUARE BUILDING, GRAND RAPIDS, Ml 49503 (616) 456-5222

Mierendorf and Co., P.C.

Certified

Public

Accountants

SUSAN C. COBB, C.P.A.

JOSEPH G. MIERENDORF. JR., C.P.A.

June 9, 1993
Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

I am writing to you about the exposure draft for disclosure of
financial flexibility. This draft would require a disclosure of
management's course of action when they can not meet expected cash
outflows in nearly every financial statement prepared. This would
create a costly and impractical disclosure requirement.
Please consider changing the draft to require the disclosure only
if it is probable that management will not meet its expected cash
flow needs instead of reasonably possible.
This will create
disclosures only for the entities that are in trouble and not for
all entities, which is probably what the Board was trying to
accomplish.
Thank you for your consideration.

Kay A. Snyder, CPA

SUITE 308 FEDERAL SQUARE BUILDING, GRAND RAPIDS, Ml 49503 (616) 456-5222

BLUE
DIAMOND

Blue Diamond Growers

June 10, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4920
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
This letter is in response to the request of the Accounting Standards Executive
Committee (AcSEC)for comments related to the proposed statement of procedure
entitled "Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility".

Blue Diamond Growers is a farmer owned almond marketing cooperative corporation
with annual sales in the $400-500 million range. We publish audited financial
statements for use by our grower owners as well as for use by banks, other credit
agencies and for purposes of obtaining financial credit ratings from Moody's and
Standard and Poors.
In my opinion the implementation of this proposed Statement would be significantly
detrimental to our Company and to our owners. The disclosures related to estimates,
location of principal markets, and concentrations of risk, would require that we publish
information of a proprietary and confidential nature that could be damaging to our
competitive position. Our competitors are generally either divisions of large
corporations or relatively small, privately owned entities. As such, neither of these
competitors would be required to publish this information for public consumption. But
because of our unique position in the almond industry these disclosure requirements
would make our information available to all of our competitors.

Over the past several years there have been a number of additional disclosure
requirements promulgated that seem to address many of the objectives of this
proposed statement of procedure. For example, requirements already exist to disclose
significant concentrations of risk related to customers or markets. Adding additional
requirements such as have been proposed will, in my judgement, increase operating
costs as well as substantially increase the cost of performing the annual audit without
a commensurate increase in value to the overall economy of the United States.

P.O. Box 1768, Sacramento, California 95812 (916) 442-0771
The Almond People®

Mr. Frederick Gill, Senior Technical Manager
June 10, 1993
Page 2

In summary, I believe this proposed statement of procedure be unnecessary,
excessively costly and exceptionally difficult to implement on a consistent basis. I do
not believe that it should be implemented.
Sincerely,

Alfred D. DeGregory
Vice President - Finance
ADD/ju/0631A

cc:

Walter F. Payne, President

Verne Sanders & Associates, Inc.
Certified Public Accountants
3377 Coach Lane, Suite G • P.O. Box 1070 • Cameron Park, CA 95682

(916) 677-0219 • (916) 933-5990 • Fax (916) 677-8798

Verne G. Sanders, Jr., CPA
Kenneth L. Hamilton, CPA
David A. Palm, CPA
Becky L. Belgram, CPA
Ila B. Dubin, CPA

June 11, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:
We are writing in response to the proposed AICPA Statement of Position "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility". As a local firm serving small
private entities we strongly oppose the proposed SOP and urge that this entire SOP be withdrawn
from consideration.

The requirement that our clients disclose information "of which management is reasonably

expected to have knowledge" would expand the responsibilities of our clients and would impose
a burdensome reporting requirement akin to the SEC’s Management Discussion and Analysis
requirements. In addition, our responsibilities as independent accountants would be expanded
since we would be mandated to expand present disclosures and discuss such matters in the
financial statements.

We can not justify to our clients the increased costs that would be incurred to gather the
additional information related to significant estimates, vulnerability to concentrations, and
financial flexibility. The additional costs, which could be excessive, to produce disclosures that
our clients and users of their financial statements neither need or have ever requested is
unwarranted.

Fredrick Gill
June 11, 1993

Page 2

Finally, the requirement to disclose all risks and uncertainties of which "management is

reasonably expected to have knowledge" is ridiculous. Such a requirement would only encourage
users of financial statements to have unrealistic expectations and increase the risk of litigation.
We and our clients would be unable to ensure that all risks and uncertainties had been disclosed
in the financial statements.

It is not often that we feel led to comment on a proposed SOP.

However, this proposed SOP

appears to indicate that your rule making body of the AICPA continues to ignore the real world
practices of a majority of its’ members.

Again, we request that this proposed SOP be withdrawn in its entirety.
Very truly yours,

DAP:vp

FINANCIAL EXECUTIVES
INSTITUTE

Joseph A. Sciarrino
Vice President and Technical Director

June 11, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

The Committee on Corporate Reporting (CCR) of the Financial
Executives Institute (FEI) is pleased to comment on the AICPA's
March 31, 1993 proposed Statement of Position (SOP) entitled,
"Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility". Overall, while the CCR supports
meaningful disclosures of significant risks and uncertainties, it
is opposed to some of the extreme provisions in the proposed SOP
and further questions whether the SOP should apply to public
companies already covered by SEC regulations.
The CCR believes the disclosures proposed in the SOP go beyond
the historical framework of the financial statements of which
they are to become a part. The suggested disclosures will impose
upon preparers and auditors an additional level of analysis and
prognostication which can only lead to further hindsight attacks
on the credibility of financial information and a resultant
increase in litigation expenses. It will also cause increasedcosts for financial statement issuers, both with regard to
disclosure preparation and for audit fees.
We are particularly concerned with the proposed "reasonably
possible" criteria. Disclosure based on this broad definition
would, in our opinion, negatively impact the usefulness of
financial statements. In addition, it would increase uncertainty
among users, increase litigation exposures, and result in a
decrease in the reliability and relevance of the entire financial
statement process.

10 Madison Ave., P.O. Box 1938, Morristown, NJ 07962-1938 (201) 898-4607 FAX (201) 898-464‘
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The CCR feels the existing Management's Discussion and Analysis
(MD&A) process works well for public companies because the
"unaudited but reviewed" status gives management more flexibility
to provide full operational explanations, including the
identification of significant risks and uncertainties. It is the
CCR's view that this ability to elaborate and/or to provide
context and wording freely to achieve the best communication is
likely to disappear if such text must be audited. We believe
that an audit requirement will only result in increased
"boilerplate" language, causing the financial statements to be
more confusing for the typical reader and further expanding the
expectation gap.

While the CCR recognizes that not all companies are SEC
registrants subject to MD&A requirements, we do not believe that
the proposed SOP is the best way to address and resolve the nonSEC reporting issue. Our members concur with the "Minority View"
expressed in paragraph 32 of the proposed SOP. It is the CCR's
recommendation that AcSEC defer activity on this project pending
the completion of the FASB's deliberations on the Disaggregated
Disclosures aspect of the Consolidations project. Additional
disclosure requirements should be limited to those prescribed by
the FASB and those causing non-SEC registrants to provide data
consistent with SEC registrants.
The following are the CCR's comments with regard to the five
areas discussed in the proposed SOP:

•

NATURE OF OPERATIONS:
CCR supports a requirement to describe the operations of any
firm not presently subject to SEC rules and suggests it be
accorded "unaudited supplemental disclosure" status. However,
CCR would modify the SOP to state explicitly that SEC
registrants are in compliance with the SOP if such registrants
comply with the SEC rules. The inclusion of or exemption from
disclosure of industry and/or geographic data by a registrant
should be accorded like treatment.

•

USE OF ESTIMATES IN THE PREPARATION OF FINANCIAL STATEMENTS:
CCR believes this disclosure would be nothing more than
additional "boilerplate" language. Adding a statement to the
footnotes which merely reiterates that estimates are used in
the preparation of financial statements, while not offensive,
is also a non-value additive. Informed financial statement
readers know that the use of estimates is inherent in
accounting practice. In addition, both the auditors' and
managements' report on the financial statements currently
contain this caveat.

Mr. Frederick Gill, AICPA
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•

June 11, 1993

CERTAIN SIGNIFICANT ESTIMATES:

The CCR feels the "reasonably possible" criteria is far too
broad and thus unworkable. The definition of reasonably
possible on page 12 indicates that if a company cannot
unequivocally say that an event is remote (i.e., not going to
happen), it falls within the reasonably possible criteria and
should be disclosed if it would have a material effect on the
estimates used in the preparation of the financial statements.
Given the continuous worldwide economic and political
volatility and uncertainties, it is very difficult to conclude
that some effect is remote. Thus, it is the belief of the CCR
that this section would most likely be interpreted as
requiring a substantial increase in disclosure of financial
information and uncertainties in an effort to avoid the use of
hindsight by a disgruntled shareholder or other litigant. CCR
believes excessive, defensive disclosures do not benefit the
financial statement user and could serve to further undermine
the confidence of the user community in reported financial
information.
CCR also believes that the accompanying disclosures could
provide sensitive information to competitors, thereby
increasing the likelihood that a firm could experience the
negative outcomes discussed in connection with risks and
uncertainties. For example, illustrative Disclosure A on page
23 of the SOP would be likely to reduce the firm's ability to
execute its plan. Customers would be less inclined to
purchase the stereo equipment or would request larger
discounts, confident of the firm's need to reduce excess
inventory.
In addition, the SOP provides no firm guideline for
distinguishing between routine and non-routine estimates other
than the vague notion of a reasonable possibility that the
estimate would be changed in the near future. Few estimates
made by a firm operating in competitive markets are exempt
from reasonably possible near-term changes. Similarly, a
likely interpretation of illustrative Disclosure D on page 26
is that any firm operating in an industry affected by rapid
changes in technology would routinely have to state that many
of its assets are potentially overstated and to provide the
amounts of those assets.

It appears that should this SOP be adopted, preparers would be
constantly subject to the charge that they should have known a
change was reasonably possible any time a change in estimate
subsequently occurs.
To avoid the aforementioned difficulties, the CCR recommends
that the proposed SOP be modified to conform to existing SEC
MD&A rules. These requirements are for disclosure based on
"known trends, commitments or events" and for providing only
such information that is "...available to the registrant
without undue effort or expense..." CCR believes that these
SEC rules, combined with the disclosure requirements of FAS
No. 5 provide a time-tested and well-understood basis for
determining disclosure items.

June 11, 1993

Mr. Frederick Gill, AICPA
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•

CURRENT VULNERABILITY DUE TO CONCENTRATIONS:
It is the CCR's view that the existing c
ance in this area,
including FAS No. 30, FAS No. 105 and Item: 101 of Regulation
S-K related to descriptions of the business, more than
adequately covers disclosure of the effects of concentrations.
In addition, as previously mentioned, the CCR is concerned
with the "reasonably possible" threshold, as well as the
practicality and added cost of auditing this type of
information. Accordingly, the CCR believes it is neither
necessary nor appropriate to duplicate disclosures in the
footnotes that are also disclosed in MD&A.

•

FINANCIAL FLEXIBILITY:
It is the CCR's view that the current SEC MD&A rules requiring
the discussion of liquidity and capital resources adequately
address this issue. In addition, the CCR opposes the
unwarranted implication that preparers should routinely state
that the firm is in financial jeopardy from potential non
execution of its financial plan. Incorporating such
information in the footnotes also places additional
unnecessary risk exposure on the auditors. Accordingly, the
CCR believes that this type of information should not be
presented as footnote disclosure as proposed in the SOP but,
rather, should continue to be presented as supplemental
unaudited data.

*

*

*

We would also like to point out that the proposed SOP fails to
provide any documented support for the suggested disclosures from
the perspective of financial statement users. Interestingly, in
the recently-issued Executive Summary of the AIMR Report on
Financial Reporting in the 1990's and Beyond, under the section
headed "Financial Analysis and Financial Reporting", the AIMR
members assert that:

"...We believe that financial reporting should be concerned with
presenting the economic history of specific economic entities
and that is best done when managements also are willing to
disclose and discuss their strategies, proposed tactics and
plans, and their expected outcomes. Forecasts of the future and
similar material enhances financial report usefulness, but must
be separated from and not confused with the financial statements
themselves. The function of analysis is to allow those who
participate in the financial markets to form their own rational
expectations about future economic events, in particular, the
amounts, timing and uncertainty of an enterprise's future cash
flows..." (Underlining added)

Mr. Frederick Gill, AICPA
Page Five

June 11, 1993

The CCR believes the above user comments, as well as the lack of
support for the AICPA's 1987 Report on Risks and Uncertainties,
clearly communicates the information that should and should not
be included within the parameters of the financial statements.
CCR's comments were prepared by. R. D. Reisman and A. F. Davidson
of American Cyanamid Company. Should you have any questions,
they may be reached at (201) 831-3036 and (201) 831-3547,
respectively.
Sincerely,

Joseph A. Sciarrino

JAS/cs

FRANKEL AND TOPCHE, P.C.
CERTIFIED PUBLIC ACCOUNTANTS

111 Northfield Avenue
West Orange. NJ. 07052
(201)669-9600
Fax: (201)669-0440

June 14, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290 ATCPA
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

EXPOSURE DRAFT SOP ON DISCLOSURE OF CERTAIN
SIGNIFICANT RISKS AND UNCERTAINTIES AND FINANCIAL FLEXIBILITY

Dear Mr. Gill:
Having read the above referenced exposure draft, I am driven to
write this letter based on a disturbing trend in the profession's
pronouncements.

In particular, relative to this exposure draft, the disclosure
regarding ’’certain significant estimates”, "vulnerability due to
concentrations",
and
"financial
flexibility"
elevate
the
accountant's responsibility beyond that which, I believe, is
reasonable, especially in compilation and review engagements. More
to the point, I find this to be another example of the technical
leaders directing the flow of standards in a manner which has the
effect of increasing our exposure to litigation while at the same
time reducing our profit margin. The users of financial statements
have, over the years, learned what questions need to be asked given
some degree of consistency in the financial information they have
received. To place the responsibility on the accountant to provide
the answers to anticipated questions takes away responsibility from
the users of the financial statements and places it firmly on the
shoulders of the accountant.
In effect, this elevates us from
scorekeepers to financial analysts for unforeseen users.

I suggest these type of disclosures as well as other analytical
types of information be included in a new product separate and
apart from financial statements which could be requested by banks
or other users of financial statements and would, in turn, allow
the accountant to charge to his clients additional fees for the
preparation of this additional document.
By incorporating these
disclosures in existing financial statements, we are typically
unable to charge our clients for the additional work necessary to
satisfy these requirements.

Frederick Gill
Page Two
June 14, 1993

It is about time the individuals responsible for generating this
literature take some responsibility for the declining profit
margins in our profession and as a result, losing the best and the
brightest professionals to other endeavors. The technical leaders
in our profession have a greater responsibility to the profession
than simply generating massive amounts of new standards by which we
are all expected to abide, with each new standard eating away at
our ability to earn a living.
By using some creativity, we can be responsive to both the needs of
the users of financial statements as well as the preparers.

Gary R. Topche, CPA

GRT/lsg
cc:

Norman Strauss
Dennis R. Beresford

Union Pacific Corporation

Charles E Billingsley
Vice President and Controller

June 15, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

Union Pacific Corporation submits the following comments and
concerns related to the March 31, 1993 Exposure Draft
Proposed Statement of Position entitled "Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility" (the "SOP"). Union Pacific is a publicly
traded company with revenues in excess of $7 billion engaged
in railroad and truck transportation, oil, gas and mineral
exploration and development, and hazardous waste management.
Our primary concerns regarding the proposed disclosure are
(1) the extent to which current disclosure requirements will
be unnecessarily repeated particularly for SEC reporting
companies, and (2) the further expansion of footnote
disclosure with repetitive information becoming
counterproductive.
In this connection, in preparing our
comments, we considered the following two statements:
First, paragraph B.64 of the SOP states .

.

.

According to the FASB, the first objective of financial
reporting . . . is to provide information to present
and potential investors and others that is useful in
making
rational investment decisions. . . .
Providing all users with all the information they may
think they need is not a realistic aim of financial
statements specifically or of financial reporting
generally.
(Emphasis added.)

This view is also consistent with FASB Concepts No. 2, which
defines the characteristics of useful accounting
information.

Martin Tower. Eighth and Eaton Avenues. Bethlehem. PA 18018 • 215 861 3356

Second, a reference in FAS No. 21 to a study by the
Accounting Standards Division of the AICPA regarding the
application of Generally Accepted Accounting Principles
(GAAP) to smaller or closely held enterprises states . . .
The FASB should develop criteria to distinguish
disclosures that should be required by GAAP, which is
applicable to the
financial statements of all
entities, from disclosures that merely provide
additional or analytical data.
We also believe that it is important to consider the
proposed disclosures in light of the ultimate users of such
information. Because the users of financial information are
relatively consistent for each category of entity, our
comments consider the following categories of reporting
entities:
a.
b.
c.
d.
e.

1.

SEC Registrants
Non-Public Enterprises (as defined by FAS No. 21)
Small Businesses
Not-for-Profit Organizations
Governmental Entities

Nature of Operations

Paragraph 10 of the SOP proposes a description of the major
products produced or services provided by an entity, its
principal markets and the locations of those markets.
For
entities in more than one industry, the relative importance
of each industry should also be disclosed.
This proposed
disclosure is similar to that considered by the May 3, 1993,
FASB Invitation to Comment entitled "Reporting Disaggregated
Information by Business Enterprises".
Because the proposed disclosures of the SOP are entirely
duplicative of current disclosure requirements of FAS No. 14
(see paragraph B.17 of the SOP) and SEC Regulation S-K
Sections 101 and 102 (summarized in Attachment A), in our
opinion SEC registrants should be excluded from the
requirements of the SOP in order to avoid repetitive
disclosure .-

By taking the approach of including the company description
and Nature of Operations disclosure in other parts of the
report and not in the financial statements, the SEC appears
to have made the determination that this information is
'additional' (as referred to in FAS No. 21), and should not
be required GAAP disclosure in the financial statements of a
registrant.
Union Pacific also views this information as

'additional'; however, we believe that for entities that are
not SEC registrants it would be helpful to all financial
statement users if the proposed Nature of Operations
disclosure were disclosed in the notes to the financial
statements.

2.

Use of Estimates in the Preparation of the Financial
Statements

Paragraph 11 of the SOP requires disclosure of the use of
estimates in the preparation of financial statements.
We agree that this disclosure would be helpful to financial
statement users; however, we believe that if such disclosure
is included in a statement of management responsibility for
the financial statements, similar to the recent
recommendations of the Committee of Sponsoring Organizations
of the Treadway Commission Report on Internal Control,
duplicative footnote disclosure should not be required.

3.

Certain Significant Estimates

Paragraphs 12 through 19 of the SOP propose additional
disclosure regarding certain significant estimates; however,
it is unclear what additional non-duplicative disclosure is
required.
In addition, the SOP also proposes extended
disclosure of gain contingencies.
The following disclosures are currently required by GAAP
regarding significant estimates and gain contingencies:
1.
FAS No. 5 requires accrual of a loss contingency
if (1) the loss is probable and (2) the loss can be
reasonably estimated. Even if a situation does not
meet these two tests, disclosure of the contingency is
required when there is at least a reasonable
possibility that a loss or an additional loss has been
incurred.
(emphasis added)
2. AICPA Professional Standards require that a
standard audit report prepared by certified public
accountants include a statement assessing significant
estimates made by management.

3. ARB No. 50 requirements for disclosure of gain
contingencies continue in effect under FAS No. 5.

Paragraph 12 of the SOP requires additional disclosure
regarding risks and uncertainties when it is at least

reasonably possible that the estimate will change in the
near term, and when the effect of the change would be
material to the financial statements.
This proposed
disclosure is no different than that required by paragraphs
9 and 10 of FAS No. 5, summarized in 1 above.
In paragraph 14, the first bullet argues that a reasonably
possible change in a significant estimate in the 'near-term'
is substantially different from a possible future change
which does not distinguish between near-term and long-term
(FAS No. 5 paragraphs 9 and 10).
It is our opinion that the
specific requirements of the SOP are already encompassed
within the scope of FAS No. 5 and are, therefore,
duplicative.

The second bullet of paragraph 14 proposes disclosure of the
contingent impacts on the overall financial statements, not
just on the results of operations.
It is our understanding
that the SEC requires from its registrants a statement of a
contingency's effect on both the financial condition and
the results of operations of the company. We agree that
this extended disclosure should be required of all entities.
The last bullet in paragraph 14 refers to estimates not
deemed to be contingencies covered by FAS No. 5. According
to FAS No. 5, a contingency is an existing condition,
situation or set of circumstances involving uncertainty as
to possible gain or loss to an enterprise that will
ultimately be resolved when one or more future events occur
or fail to occur. The examples cited in paragraph 14 and
the illustrative disclosures in paragraphs A.14-56 describe
many situations which are already covered by existing GAAP,
as summarized below:

1.

Operating Assets (specialized equipment or other
long-lived assets) - Measurement and disclosure of
impairments are the subject of a current FASB
project, with an exposure draft scheduled for
release in the second quarter of 1993.

2.

Goodwill and Intangible Assets - APB No. 17 and
the FASB project described in 1 above.

3.

Excess Inventory - ARB No. 43.

4.

Discontinued Operations - APB No. 30.

5.

Estimated useful life of assets - APB No. 20.

6.

Debt Guarantees - FAS No. 105.

7.

Profitable Contracts - ARB No. 45.

We believe that the requirements of FAS No. 5 relating to
reasonably possible events, along with the current GAAP
summarized above, provide adequate disclosure for the
certain significant estimates considered
the SOP.
In
addition, we support a cautious approach to disclosure of
gain contingencies, consistent with ARB No. 50 and FAS No. 5
which state (1) that gain contingencies are not to be
reflected in the financial statements, and (2) that adequate
disclosure shall be made of gain contingencies, but care
should be exercised to avoid misleading implications as to
the likelihood of realization.
Reducing the disclosure
standard to 'reasonably possible' as proposed-by the SOP
would result in more gain contingencies being disclosed
which might never come to fruition, not only misleading
financial statement users, but also exposing the company to
a dangerous increase in litigation regarding such
disclosure.
4.

Current Vulnerability due to Concentrations

Paragraph 20 of the SOP proposes disclosure of any
concentration (assets, liabilities, sources of revenue,
commitments or contingencies) that makes the entity
vulnerable to the risk of a reasonably possible, near-term,
severe impact.

Paragraphs B.59 and B.60 of the SOP indicate that the
requirements of the SEC relating to concentrations are
broader than those required by the SOP.
This requirement of
repetitive disclosure in the footnotes to the financial
statements is obviously unnecessary for SEC registrants.

In addition, FAS 105 requires disclosure of Financial
Instruments with Concentrations of Credit Risk, while (as
noted in paragraph B.33) FAS No. 21, in eliminating the
requirement for non-public enterprises to disclose
information about major customers, FASB noted that "this
does not affect the disclosure of information about economic
dependency when such disclosure is necessary for fair
presentation."

In our opinion,
No. 21, as well
described above
proposed by the
necessary.

the economic dependency as defined by FAS
as the other current disclosure requirements
already provide the concentration disclosure
SOP, and, therefore, repetition of is not

5.

Financial Flexibility

Paragraph 26 of the SOP proposes a discussion in the
footnotes of management's expected course of action when it
is determined that it is at least reasonably possible that
the entity will not have the ability over the near-term to
pay its expected cash outflows without taking certain
actions.
Paragraphs B.55-57 of the SOP also indicate that SEC
requirements relating to financial flexibility are broader
than those proposed by the SOP. Again, this repetitive
disclosure is unnecessary for SEC registrants.

In addition, the requirements of SAS 59 regarding the
ability of the entity to continue as a going concern already
place responsibility for such an evaluation on the entity's
external auditors.
Many healthy companies, Union Pacific Corporation included,
must issue debt or stock, or rollover expiring credit
agreements in order to provide funds for required investment
such as property acquisition or construction, and the
repayment of maturing debt. These are routine business
activities for any going concern. Because nearly all
companies would be required to provide disclosure under
paragraph 26, and as many of these companies would not be in
any near-term or long-term financial difficulty, financial
statement users will have difficulty determining whether the
disclosure does indeed identify additional risk or just
discloses normal business activities.
In addition, Item 303
of Regulation S-K requires management to discuss any known
trend or event that would have a material effect on the
entity's liquidity. As a result, the disclosures required
by paragraph 26 that would be of interest to financial
statement readers are already made by SEC reporting
companies in their Management's Discussion and Analysis
(MD&A) .

We also believe that because of the limited scope of
compilation or review engagements, auditors will be exposed
to greater risk of litigation regarding a company's
financial flexibility disclosure even though their work is
not intended to provide any comfort on the ability of the
company to continue as a going concern.
In order to lessen
the risk, additional work (at additional cost) will have to
be performed in order to evaluate the requirements of SAS
59, even though this was clearly not required by the scope
of the work the auditor was hired to perform.

Much of the proposed disclosure of the SOP is simply a
limited extension of SEC reporting requirements to non SEC
registrants.
However, in several cases the proposed
disclosure duplicates disclosure requirements already
encompassed by GAAP.

For SEC registrants, we 'are concerned that these
requirements will result in further repetition in the
footnotes to the financial statements of information already
contained in other sections of the Form 10-K or in the MD&A
section. We believe that such duplication detracts from the
usefulness of financial statements and places -unnecessary
burdens on financial statement users to discern financial
information. As a result, we recommend an exemption of the
SOP's requirements for SEC reporting companies.
For non-public companies, we are doubtful that all of the
proposed disclosures will be useful for users of the
financial statements.
If an entity does not trade on public
markets, its financial statement distribution will be
limited to fewer external users, who may not require the
extensive disclosures proposed by the SOP. Users will
always be free to request further specific information (not
only that proposed by the SOP, but also any other
information) as each user considers necessary.

In considering the disclosure proposals as they will apply
to small businesses and not-for-profit organizations (in
light of the above arguments that the disclosures are
repetitive for SEC Registrants and only partially useful for
non-public entities), the cost of providing such disclosures
must be compared against the benefits derived from such
disclosure.
After removing the larger SEC registrants which
already provide much of the information required by the SOP,
a cost/benefit analysis of the proposed disclosures would
probably yield a different result, especially for smaller
enterprises.

We therefore urge the AICPA to withdraw the exposure draft
from further consideration, or, at a minimum, to exclude SEC
registrants from its scope.
Again, we appreciate the opportunity to comment on this
Exposure Draft.

Very truly yours,

ATTACHMENT A

NATURE OF OPERATIONS DISCLOSURE REQUIRED BY THE SEC
Regulation S-K currently requires the following 'Nature of
Operations' disclosure from all SEC registrants:
Section

Requirement

101(a)

General Development of the business.

101(b)

Financial information about industry segments,
including revenues, operating profits and
identifiable assets.

101(c)

Narrative description of the business:
(i)
Principal products produced or services rendered;
the amount or percentage of total revenue
contributed by any class of similar products or
services subject to certain materiality tests.
(x)
Identity of particular markets in which the
registrant competes.

101(d)

Financial information about foreign and domestic
operations and export sales, including operating profit
and identifiable assets attributable to each of the
registrant's geographic areas.

102

Location and general character of the principal
plants, mines and other materially important physical
properties.

136 South Oak Knoll Avenue
Suite 200
Pasadena.
California 91101

Delbert M

Goehner
Accountancy Corporation

June 14, 1993
Frederick Gill, Senior Technical Manager
Accounting Standards Division
American Institute of CPAs
1211 Avenue of the Americas
New York, New York 10036-8775

Re: FILE 4290

The best thing to do with this exposure draft is to BURN IT!

The things that are proposed here would all be very helpful to
potential investors in an entity, to its creditors and to its
competitors. It would also be very helpful to all of those people
if every financial statement issued had all of the information
required in an S-l registration statement or other public offering!
IF SOMETHING MUST BE ISSUED--stop after requiring the first two
items--nature of operations and a general statement about the use
of estimates.

If you look carefully at the examples given for these first two
items, you can easily see how these will soon become boilerplate
and require little change from one period to the next. Since the
information about the nature of operations might be helpful to
readers, and the statement about estimates might give preparers and
accountants some comfort, and since there appears to be minimal
costs involved, there is little reason to oppose these ideas.

Once we get past these two items, however, there is much to be
concerned about! It would be very helpful, for example, if AcSEC
would reread paragraph B.8 on page 45; especially the part about
the function of financial analysis vs financial reporting. Then it
would be instructive for them to explain how it is that the
proposed disclosures can be classified as anything but predictive?
In the cover letter for this proposal is an absurd statement that
the cost of providing the information required would not be
excessive in comparison with the potential benefits to users. What
study has been made to determine who the users of compiled
statements are, and what the statements are used for?
It would
seem to me that these questions need to be answered for each kind
of accountant’s or auditor's report before any statement about
cost-benefit ratios can be made.
Based on our experience, the
users of compiled (and most reviewed) statements are the managers
of the entity (who are frequently also the owners) and any credit

File 4290
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grantors. Both groups have the ability to obtain the information
called for in this draft without the extra cost of making it part
of the basic financial statements. In fact, they have the ability
in most cases, of determining exactly the information necessary for
their decision making without have a third party (the accountant)
interposed to filter the information.

As an outside accountant, I can see no way of knowing the
information necessary to disclose the information called for in the
financial flexibility section without having access to a projected
cash flow statement. Since none of our compilation or review
clients prepare such information, and since most of them also do
not have the expertise to do so, guess who will have to prepare it-and who will have to pay for it??? The best estimate we can make
at this time suggests that, on compilation engagements, we will
have to double our fees for just this one disclosure. Since I can
not think of a single benefit, as pointed out in the previous
paragraph, it seems to me that the cost is very excessive in
relation to the benefits (if any) .

The definition of "reasonably possible" as given in footnote #6 on
page 12 includes from 80% to 90% of all possibilities. Another 5%
to 10% of the possibilities fall into existing disclosure
requirements under FASB #5 or SAS #59. This means that in 90% to
95% of all financial statements, disclosure of certain significant
estimates, current vulnerability due to concentrations, and
financial flexibility would be required. As an outside accountant
I would be required to document that all three had been considered
on all financial statement engagements,
including interim
compilations.
In paragraph #2 on page 9, the last statement implies that the
disclosure about financial flexibility is required under certain
conditions only. I hold that those conditions exist in 90% to 95%
of the compilation and review engagements that we perform and that
to comply with the requirements in paragraph 30 that appropriate
judgements be made, and I assume documented, then a cash flow
projection would need to be made in 100% of our engagements,
including audits. For example, the non-profit clients we work with
all operate on very thin margins and often do not know if their
fund-raising plans will be successful, or if government grants will
be continued on the same level.
It would seem that all of them
would need the disclosure about financial flexibility. While most
of them do have budgets, which sometimes include projected cash
flows, the cost to ascertain the completeness of the financial
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flexibility disclosure would surely add a significant amount to the
audit fee.

In paragraphs #13, #22, & #26, the draft uses the phrase-- "which
management is reasonably expected to have knowledge". Reasonably
expected by who--the courts?, creditors?, peers?, the outside
accountant?, Congress?, or some other undefined body?
In our
experience the knowledge of small business manager varies so widely
that there is no way to quantify what they should be expected to
know--especially when we are talking about financial matters.
Since the accountant's or auditor's report implies that the
information presented is complete, it will then become a burden to
make sure the managers are aware of everything the accountant is
aware of plus having to pick the manager's brains to see if
anything else was overlooked. Remembering that all of this is in
a predictive mode since the disclosures are all projections of what
might happen.

The greatest danger of adopting this proposal is that more
financial statements will be issued without full disclosure. The
costs imposed by the requirements of this draft will make it
economically attractive to issue statements without disclosures
when they had been issued with full disclosures previously. Since
the "reasonably possible" threshold makes this draft applicable to
OCBOA as well as GAAP statements the potential for less rather than
more disclosure is tremendous.
Remember, there are far more
compilation reports issued than audit reports!
Respectfully,
DELBERT M. GOEHNER
ACCOUNTANCY CORPORATION

by, Douglas L. Blensly

ARTHUR I. GORDON, cpa
MARILYN'A. PENDERGAST, cpa
ALLEN L. FETTERMAN. cpa
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June 15, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

Proposed Statement of Position - Disclosure of Certain
Significant
Risks
and
Uncertainties
and
Financial
Flexibility

Dear Mr. Gill:
We are enclosing the comments of the New York State Society of
Certified Public Accountants in response to the above AICPA
Proposed Statement. These comments were prepared by the Society's
Financial Accounting Standards Committee.

If you have any questions regarding these comments, please
call me and I will arrange for someone from the Committee to
contact you.
Thank you for your consideration.

Walter M. Primoff, CPA
Director of Professional Programs

WMP:jz
Enclosure
cc:

Accounting & Auditing Committee Chairmen

COMMENTS OF THE FINANCIAL ACCOUNTING STANDARDS COMMITTEE OF THE NEW
YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS ON THE EXPOSURE
DRAFT OF A PROPOSED STATEMENT OF POSITION TITLED DISCLOSURE OF
CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES
D FINANCIAL
FLEXIBILITY" DATED MARCH 31, 1993, AICPA FILE #429C

OVERALL COMMENTS
The Financial Accounting Standards Committee unanimously concludes,
for the reasons discussed in greater detail below, that if, as
stated in the Exposure Draft, "the volatile business and economic
environment underscores a need for improved disclosure about the
risks and uncertainties that face reporting entities...", then that
need and the related proposals expressed in the Draft should be the
subject of a pilot study allowing for experimentation over a cross
section of entities.
That study would examine whether the
proposals, albeit of practical significance to certain users of
financial statements, are workable and would, in reality, advance
the meaningful disclosures they are intended to provide.
The Committee's conclusion is predicated on consideration of:

•

The poor experience with similar business disclosures expected
to be provided in Management's Discussion and Analysis under
SEC Regulation S-K, Item 303.

•

The impracticality of accumulating the needed information
based on a "reasonably possible" criterion.

•

The cost to all preparers and the difficulty of auditing the
required disclosures.

•

The potential to force disclosure of management's strategies
or other proprietary information to the detriment of the
entity.

These considerations, and others as discussed below, cause the
Committee to feel that experimentation is absolutely necessary through the suggested pilot study - over a cross section of
entities encompassing governmental and not-for-profit entities as
well as public and privately-held entities.
SPECIFIC COMMENTS
SCOPE

Without the
concludes that
companies. In
mitigated both

experimentation discussed above, the Committee
the proposed disclosures should apply only to public
the private sector, the need for the information is
by the familiarity of the nature of the business and

its problems by its owners and the outside contacts, typically
established with bankers and vendors, who can obtain information
tailored to their specific needs.
Members agree with the
cost/benefit arguments set forth in paragraph 32c. of the Draft.
Only with experimentation could it be determined whether the
proposals are workable, economically and otherwise, for all
entities, and particularly for entities other than public ones.
NATURE OF OPERATIONS

Whether the disclosures proposed in the Draft are .sufficiently
meaningful in addition to the information already required by FASB
Statement No. 105, "Disclosure of Information about Financial
Instruments with Off-Balance Sheet Risk and Financial Instruments
with Concentrations of Credit Risk", should be part of the
experimentation suggested by the Committee.
USE OF ESTIMATES IN THE PREPARATION OF FINANCIAL STATEMENTS
It appears to the Committee that the disclosure that the
preparation of financial statements in conformity with generally
accepted accounting principles requires the use of management's
estimates is an obvious fact to any literate user of financial
statements. In view of the Committee's objections to the proposed
disclosure of certain significant estimates set forth below, it
also objects to the aforementioned required disclosure.

CERTAIN SIGNIFICANT ESTIMATES
The Committee's reactions to the proposals in paragraphs 12 to 19
provide the framework of its stance on the document as a whole. As
accountants, we are particularly sensitive to the problems created
when dealing with estimates.
To extend disclosure to those
estimates having a "reasonably possible" potential for change is a
radical departure which -

- may actually lead to a loss of comparability of financial
statements
because
of
the
potential
for
subjective
interpretation by different preparers and auditors;

could evolve into boilerplate disclosures
substantiveness, much as MD&A has evolved;

lacking

would require additional client costs to determine the
appropriate disclosures, particularly since every asset can
literally be affected by "reasonably possible" changes;
- raises the level of user's expectations and the potential
for litigation;

requires an ability to prognosticate events, when such
ability varies by preparer and is affected bv matters which
cannot really be foreseen (as one member put , the drafters
never ran a business where anything can go wrong from day to
day) ;

creates an auditability problem, in part because it
presumes a specific business and general economic knowledge on
the part of the auditor that, at a minimum, is at least
comparable to that of the preparer and, to a greater extent,
expects the auditor to have a better crystal ball;
- dilutes the importance of existing disclosures based on the
criteria under FASB Statement No. 5,
"Accounting for
Contingencies".
CURRENT VULNERABILITY DUE TO CONCENTRATIONS
The key concern with this aspect of the Draft is the concept of
"near-term severe impact." It is the view of the Committee that
such impacts are all too often not foreseeable - who would have
foreseen the recent developments in the old U.S.S.R. which so
quickly impacted defense contractors, or a wildcat strike affecting
deliveries of a minor but critical component of one's product, or
the effect of a brand name supplier withholding shipments of its
product to a retailer (even though such product is not material to
the retailer's overall sales) when customers expect that brand to
be always available.
The implementation of this disclosure
requirement is a prime example of the need for experimentation via
a pilot project.
FINANCIAL FLEXIBILITY

It is the unanimous view of the Committee that the proposed
discussion of an entity's financial flexibility is impractical. It
extends beyond going concern criteria and may even reduce an
entity's flexibility by its having to disclose to competitors and
others an alternative course of action which those others could
then block or otherwise take advantage of such disclosure. On the
other hand, the disclosure could ultimately evolve into boilerplate
language and serve little useful purpose.

CONCLUSION

As expressed in the overall comments, the Committee strongly urges
the need for a pilot project to determine the viability of the
proposed disclosures.
Only with such experimentation
can the
scope of its application and the appropriateness of these
disclosures be reasonably determined.

Gary W. Peterson

Anditor-Controller Treasurer-Tax Collector

June 4, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4292
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
Our office has reviewed the Exposure Draft - Proposed Statement of Position Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility as prepared by the Risks and Uncertainties Task Force.

This proposed SOP would apply to all reporting entities that prepare financial
statements in conformity with generally accepted accounting principles (GAAP).
As a governmental entity that prepares annual financial statements in
conformity with GAAP, we take the minority view of opposition to this proposed
statement of position. More often than not, too much financial statement
information can confuse the users of these reports. We feel the original
intent of a financial statement was to provide an informative synopsis of the
financial position and activity of an entity. Unfortunately, the trend is to
overload the financial statements with too much information. This results in
ever increasing costs to prepare financial statements as well as a trend
toward disclosure of subjective information.
Feel free to contact me or Clyde Francone of our office at (209) 488-3496 if
you have any questions.

Sincerely

Gary W. Paterson
Audi tor/controller/Treasurer-Tax Collector
GWP:icm

P.O. Box 1247/Fresno, California 93715-1247/(209) 488-3496/FAX (209) 488-3493
Equal Employment Opportunity — Affirmative Action — Handicap Employer

June 9, 1993

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
Attn: Fredrick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

RE: PROPOSED AICPA STATEMENT OF POSITION, DISCLOSURE OF
CERTAIN SIGNIFICANT RISKS AND UNCERTAI NTI ES AND FINANCIAL

FLEXIBILITY

Dear Mr. Gill,

We are opposed to the above referenced proposal for the following reasons:

*

Increased Responsibility for Issuers - The SOP’s requirement for entities to disclose
information "of which management is reasonably expected to have *
knowledge would
expand the responsibilities of financial statement issuers and would be unduly
burdensome, particularly for entities that are privately-owned, such as ours, and not
subject to the SECs Management’s Discussion & Analysis requirements.

*

Unjustified Increased Costs - The costs of preparing such information could be
substantial and would greatly exceed the perceived benefits.

*

Overly Subjective and Onerous Disclosures - The scope of the requirement to
disclose all risks and uncertainties of which "management is reasonably expected to
have knowledge" is so broad and subjective, that we believe it will inevitably cause
confusion and invite subsequent challenges based on hindsight. Such requirements
will encourage users to have unrealistic expectations about the disclosures although
issuers and their independent accountants will actually be unable to ensure that all
risks and uncertainties are known and have been ascertained and disclosed. This, in
turn, will expose financial statement issuers and their independent accountants to
additional risks of litigation.

Thank you for this opportunity to express our views on this important matter.
Sincerely,

Brent J. Van Dyk, CPA
V.P. Finance & Administration

Ozinoa Bros. Inc.

3837 W. 127th St

Alsip IL 60558 Phone (708) 388-6200 Fax (708) 388-7997
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Schering-Plough

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Schering-Plough Corporation
One Giralda Farms
Madison, New Jersey, 07940-1000
Telephone (201) 822-7000

June 9, 1993

Dear Fred,
Schering-Plough appreciates this opportunity to respond to the
AICPA's recent exposure draft entitled, "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility.'

We understand the AICPA's point of view in proposing these
disclosures and conceptually are in some agreement. We do,
however, suggest that certain modifications be made to make it
more practicable.

Our first concern relates to paragraph 26 which states, in part,
that the "Notes to the financial statements should include a
discussion of management' s expected course of action when it is
determined that it is at least reasonably possible that the
entity will not have the ability over the near term to pay its
expected cash outflows without taking certain actions." The
examples of "courses of action” include entering into new
financing agreements, modifying or renewing existing credit
agreements, borrowing from banks, issuing bonds, issuing
commercial paper, refinancing, selling long-term investments,
reducing costs, issuing capital stock, among others.
We believe the phrase "expected cash outflows" is too vague.
Alternatively, we suggest that the financials include a
discussion of potential courses of action the company could take
if cash and cash equivalents on hand at the beginning of the year
plus projected cash flow from operations ( as defined by SFAS #
95) do not exceed the sum of expected property additions,
continued dividend payments at the current level, required
dividend payments and debt maturities due within the next year.

Also, the "courses of action" cited in the ED are activities
taken every day by most companies in the normal course of
business. As written, however, the ED attaches a negative
connotation to these actions by saying the company "will not
have the ability ... to pay its expected near term cash outflows"
without having done so. We suggest that the negative context be
removed.

Our second concern relates to paragraph 12 which would require
disclosure of possible (more than remote but less than likely)
material effects that may occur from changes in estimates used to
value individual assets and liabilities.. As the AICPA knows, a
substantial portion of the figures used in financial statements
require extensive use of estimates and assumptions. By
definition, estimates and assumptions require update and
revisions as more facts become known subsequent to the original
estimation date. We believe this proposal will either result in
excessive disclosure of hypothetical events, most of which will
not occur, or alternatively, if a company trims its disclosures,
could lead to additional litigation.
Furthermore, a published set of financial statements are intended
to be fairly presented when taken as a whole. The ED indicates
that companies would now have to answer for variances in
individual accounts. This would put an undue and inappropriate
focus on individual accounts and figures, and an unfair burden of
proof on companies.

Alternatively, we recommend that companies state in the footnotes
that the preparation of the company's financial statements
requires the use of management estimates and assumptions which
are continually monitored and updated, and, when taken as a
whole, no material adjustment to the financial statements is
probable due to changes in estimates.

Very truly yours,

Filiberto
Daniel

risk&unc

AICPA
American
Institute of
Certified
Public
Accountants

Division for CPA Firms
1211 Avenue of the Americas
New York. NY 10036-8775 ■

(212) 596-6200 ■
Fax (212) 596-6213

June 18, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
Re: Exposure
Draft
on
Proposed
Statement
of
Position
"Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility
Dear Mr. Gill:

One of the objectives that Council of the American Institute of
CPAs established for the Private Companies Practice Executive
Committee is to act as an advocate for all local and regional
firms and represent those firms' interests on professional issues,
primarily through the Technical Issues Committee (TIC).
This
communication is in accordance with that objective.
TIC has reviewed the above referenced exposure draft concerning
disclosure of significant risks and uncertainties and financial
flexibility.
The proposed disclosures may provide useful
information to investors of publicly-held companies, which already
are required to disclose some of this information pursuant to Item
303 of SEC Regulation S-K.
However, TIC strongly believes the
proposed disclosures are unnecessary for privately-held companies
because present or potential investors, creditors and other users
of private company financial statements usually have access to
information not available to stockholders of publicly-held
companies.
Moreover, because privately-held entities do not have
established systems to accumulate and formally report such
information like publicly-held companies, the cost of complying
with the standard will be disproportionately greater for them. We
are currently participating in a field test of the proposed
statement and will provide information by the comment deadline on
the estimated cost of implementing the standard for audits,
reviews and compilations of smaller companies. The field test may
bring to light areas where CPA firms might face increased legal
liability exposure as a result of this proposal. We will discuss
such concerns in our next comment letter.

The following comments and suggestions are offered for your
consideration.
We will begin our commentary by discussing the
overall potential impact the statement may have on small,
privately-held companies.
We will also comment on specific
concepts contained in the proposal, which we believe may need
further clarification if the statement is adopted.
IMPACT ON SMALLER BUSINESSES

Small Business Environment
Owners of small businesses typically maintain elose business
relationships with their bankers, major vendors and customers.
They routinely provide information to these outside parties that
is generally not made available to investors and creditors of
publicly-held companies.
In fact, our experience indicates that
those with a vested interest in the financial affairs of smaller
businesses usually obtain the necessary information to reach their
own conclusions about most significant risks and uncertainties
associated with those entities.

Access to Financial Markets

Smaller businesses often may be under capitalized.
As a
consequence, they rely largely on the financial resources and
credit history of their owners or shareholders. These businesses
commonly deal with one or perhaps two lending institutions and
routinely modify or renew existing credit agreements in response
to seasonal changes in cash flows. A smaller entity’s ability to
meet its near term cash outflow needs is very dependent upon
actions taken by management (e.g., additional capital infusions,
negotiation with lenders, etc.).
Because of these inherent
characteristics of smaller businesses, we believe the proposed
disclosures concerning financial flexibility will tend to present
them in a negative manner.
Bankers and investors may have
difficulty overcoming these negative disclosures and, as a result,
could be reluctant to provide financing to such entities.

Possible Impact of Costs Associated with Proposed Statement

In today’s environment, smaller businesses are confronted with a
variety of economic challenges, including rising health care
costs, foreign competition, environmental protection costs and
government regulations.
In an effort to reduce costs, many are
opting for reviews and compilations instead of audits.
Because
the proposed disclosures would also be required for reviews and
compilations,
smaller
entities
would
be
particularly
disadvantaged. The relative increase in the cost of such services
as
a
result
of
these
additional
disclosures
will
be
disproportionately greater for them.
Consequently, if this
proposal is adopted, we believe more reporting entities will elect
to omit the financial statement disclosures required by generally
accepted accounting principles.
This, in turn, will place
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pressure on the
compilations.

financial

community

to

accept

non-disclosure

Disclosure of Proprietary Information
Generally
accepted
accounting principles
currently
require
publicly-held companies to disclose sales to any single customer
if 10 percent or more of its sales are derived from that customer.
Nonpublic enterprises are required to disclose information about
economic dependency when such disclosures may be necessary for a
fair presentation. Many nonpublic companies use the 10 percent or
more threshold as a basis for disclosing this information.
Accordingly, we believe that current accounting standards already
provide information to financial statement users that allows them
to evaluate the company's economic dependency.

The disclosures required by the proposed statement relating to
current vulnerability due to concentrations would, in effect, be
an unequivocal declaration by the company that the loss of a
particular customer or group of customers will have a near-term
severe impact on its operations. We believe such disclosures can
place many smaller businesses at a competitive disadvantage. The
fact that a company transacts a large volume of business with a
major customer is usually known by both parties.
However, a
company usually does not disclose to major vendors and customers
that its economic viability is dependent upon them.
Preliminary
discussions with clients of TIC members suggest that management
believes disclosure of this information may place a company at a
disadvantage when negotiating with major customers and suppliers.
Management expressed similar concerns about the disclosures
relating to certain significant estimates, because they may also
place a company at a competitive disadvantage by providing
competitors
with
information
about
company
strategy
and
vulnerability.
Recommended Scope of Proposed Statement

Creditors and other financially related parties of nonpublic
entities routinely obtain information required by the proposed
disclosures concerning certain significant estimates, current
vulnerability due to concentrations and financial flexibility
either through collateral monitoring visits or face to face
meetings with management. The financial statements, combined with
information obtained from management, provide a factual basis for
interested parties to reach their own conclusions about the future
prospects of the company.

We strongly believe auditors, particularly auditors of smaller
companies, should not be required to attest to disclosures that
are essentially prospective in nature.
From TIC's perspective,
the provisions of this proposal will be onerous for smaller
companies to apply since their threshold for the required
disclosures will be particularly low.
Moreover, the range of
possible risks and uncertainties that could have an adverse effect
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on smaller entities
is virtually unlimited.
Significant
additional audit procedures will be required to ensure that all
relevant disclosures have been made.
In view of the prospective
nature of some of these disclosures, we believe the information
provided will likely become
obsolete within a relatively short
time after the financial statements are issued.

For the reasons cited above, if this proposal is adopted, we
believe the provisions of the statement should not be applied to
nonpublic enterprises, as defined in paragraph 13 of FASB
Statement No. 21, "Suspension of the Reporting of Earnings per
Share and Segment Information by Nonpublic Enterprises."
CONCEPTS IN PROPOSED STATEMENT

Terms and Definitions
The terms "severe impact" and "reasonably possible" are too
ambiguous and subjective to provide a definitive basis for the
proposed disclosures. We believe that unless reasonably objective
criteria are established to determine appropriate disclosures,
practitioners will tend to "over-disclose" to avoid possible
litigation.
Such an approach could result in "boiler plate"
disclosures, eroding the credibility of financial statements.
Even worse, they have the potential of becoming a self-fulfilling
prophecy - by causing creditors and suppliers to change their
attitude toward a company.
Specific comments concerning some of
the terms used in the proposal follow.
Reasonably Possible This term, by itself, does not provide an
objective basis to evaluate future events.
Practitioners are
comfortable
with
its
use
when
evaluating
contingency
disclosures since it is usually determined by default rather
than by specific identification. For example, when used in the
context
of
FASB
Statement
No.
5,
"Accounting
for
Contingencies," the notion of reasonably possible is applied to
an existing condition or set of circumstances.
If the
condition under evaluation does not fall within the range of
the other two more easily understood terms, "remote" and
"probable," it is considered to be reasonably possible.
When
this term is applied to a specific situation and used in
conjunction with the other two terms defined in FASB Statement
No. 5, it provides acceptably objective results. However, that
objectivity diminishes dramatically when the notion of
reasonably possible is singly applied to a wide range of
possible future events.

Severe Impact This term is defined as more than "material" but
less than "catastrophic."
Materiality is a matter of
professional judgment and is influenced by the accountant’s
"... perception of the needs of a reasonable person who will
rely on the financial statements."
We believe it would be
inappropriate to define "severe impact" in relation to
materiality since that term itself is highly subjective. Also,
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the term catastrophic, as used in the context of this
statement, is new to most practitioners and may be subject to
wide interpretation.
We believe defining severe impact in
relation to these two terms would, in effect, raise the level
of subjectivity by the product of two other terms that are
themselves subjective.
Moreover, use of an obscure term adds
another layer of subjectivity to the information provided in
financial statements.
Information Management is Reasonably Expected to Know
This
concept, used in conjunction with the disclosures relating to
financial flexibility, will be most difficult for accountants
to evaluate.
We believe it will present interpretation
questions similar to those occurring with the "ability and
intent" notion.
Accountants may have difficulty determining
the sort of information management is reasonably expected to
know and, as a consequence, could be forced to rely on
management representations, which, as evidence suggests, can
lack objectivity.

Issuance Date of the Financial Statements
The disclosure requirements relating to certain significant
estimates and financial flexibility would be based on information
available prior to issuance of the financial statements.
It is
unclear whether that date should coincide with the issuance date
of
the accountant's report.
Under existing professional
standards, most practitioners use the date of the accountants'
report as the cut-off date for the note disclosures.
It appears
that the proposed statement is establishing a disclosure cut-off
date that extends beyond the date the field work is completed. In
the small business arena, this could result in increased costs to
the client if additional procedures are required.

Disclosures Concerning Nature of Operations and Use of Estimates
We believe the proposed disclosures relating to the nature of
operations and the use of estimates in the preparation of
financial statements would provide useful information to users
about an entity's ownership, size, major products and the basis
for the information provided in the financial statements. Because
the effort to accumulate this information should not be overly
burdensome, we believe the cost of providing such disclosures
would be commensurate with anticipated benefits.

Certain Significant Estimates
Paragraph 19 states that,
"Disclosure of routine estimates
normally is not required because such estimates generally would
not be subject to wide variations that could materially affect the
financial statements."
The allowance for doubtful accounts
receivable is provided as an example of such an estimate.
It
cites an entity's credit policies, prior collection experience and
a lack of concentration of accounts receivable as factors that may
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suggest the estimate of collectibility is not subject to wide
variations.
TIC believes the foregoing exemplifies the subjective nature of
the disclosures required by this provision.
A prudent person
could easily conclude it is "reasonably possible" an entity’s
collection experience may significantly change over the next
twelve month period, adversely affecting the financial statements.
A company’s favorable collection trend can deteriorate rapidly.
In view of the foregoing, we do not believe prior collection
experience would necessarily provide sufficient basis for not
disclosing the potential near-term effects of the risks and
uncertainties associated with estimates relating to the valuation
of accounts receivable.

If disclosures of certain significant estimates used by management
are required, we believe they should discuss, in general terms,
how material changes in those estimates could impact the company's
financial status. Users could then evaluate this information and
reach their own conclusions about the risk factors associated with
management's estimates.
Current Vulnerability Due to Concentrations
TIC believes the benchmark for disclosing concentrations - events
that make "the enterprise vulnerable to the risk of a near-term
severe impact" - is too discretionary and would likely increase
the cost of financial reporting for many entities. FASB Statement
No.
14,
"Financial Reporting for Segments of a Business
Enterprise," requires publicly-held companies to disclose sales to
a single customer when 10 percent or more of the company's sales
are derived from that customer.
Such an objectively determinable
disclosure adequately informs financial statement users of the
company's vulnerability due to sales concentration. If additional
disclosures are required for other types of concentrations, we
believe they should be based on an objective criteria, such as a
percentage of sales, expenses or total assets.

The last two sentences of paragraph 23 seem redundant.
those sentences could be replaced with the following:

Perhaps

If the general nature of the risk or uncertainty is evident
from the description of the concentration,
no
further
explanation is necessary.
Financial Flexibility

TIC believes the disclosures relating to financial flexibility
would negatively portray the
liquidity of many entities,
especially smaller businesses. Smaller companies routinely engage
in the courses of action described in paragraph 27.
Therefore,
those that do not maintain a line of credit with a financial
institution will be required to provide these disclosures in their
financial statements.
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It is unclear whether all reasonably possible events should be
considered when evaluating an entity’s ability to pay its expected
cash outflows. For example, an entity may be required to prepare
a cash flow forecast to determine whether this disclosure is
necessary.
Because a cash flow forecast is based on a number of
key assumptions, it is not clear whether these assumptions should
incorporate the effects of all other reasonably possible factors
identified by management (e.g., potential loss of a major
customer).
The final statement should discuss this issue and
provide some guidance on the type of assumptions that need to be
considered when determining estimates of future cash flows.

Illustrative Disclosure H - Paragraph A.47

This example draws the conclusion that disclosure of the potential
for changes in two long-term projects is unnecessary because of
the company's history of making accurate estimates.
In view of
the inherent characteristics of the construction industry, most
TIC members believe it is always possible that the actual results
could significantly differ from original estimates, even though a
company has a history of making accurate estimates.
This
difference in interpretation illustrates the highly subjective
nature of this disclosure.
In our view, this added layer of
subjectivity could expose accountants to additional litigation.
Moreover, taking the aforementioned example again, from an
auditor's perspective, it may be difficult to support the notion
that the foregoing two projects were not disclosed because of the
company's history of making accurate estimates if the internal
control structure relating to the estimation techniques has not
been tested. This could suggest to some auditors that an entirely
substantive audit approach in this area may no longer provide all
the information he or she will need.

Closing Comments

In summary, TIC is very concerned with the potential economic
impact this proposal could have on smaller businesses, in view of
the "soft” nature of the information that would be disclosed and
the likelihood of misinterpretation of the disclosures. Moreover,
client perceptions concerning the negative nature of the proposed
disclosures may serve to distance smaller businesses from the
services provided by CPAs, either through election of lower level
accounting services (e.g., compilations or reviews) or reduced
candor towards CPAs. We recognize your efforts stem from a desire
to raise the overall level of public confidence placed on the work
of CPAs. However, we believe that goal, as it relates to smaller
entities, should be pursued through other means.
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We appreciate the opportunity to present these comments on behalf
of all local and regional firms.
We would be pleased to discuss
our
comments with
you
or
representatives
of
the
Accounting
Standards Executive Committee at your convenience.

Judith H. O’Dell, Chair
PCPS Technical Issues Committee
JHO:al
File 2220

cc:

PCP Executive and Technical Issues Committees

8

State of North Carolina

Office of the State Controller
June 15, 1993

Mr, Frederick Gill, Senior Technical Manager

Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, NY 10036-8775
Dear Mr. Gill:
The North Carolina Office of the State Controller prepares the State's Comprehensive
Annual Financial Report (CAFR) and has a vital interest in following the literature relating to

governmental financial reporting.
We have reviewed the proposed Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility, and offer the
following comments.
This office agrees with the minority views outlined in the publication and believes that the

proposed SOP should not be issued. However, if the proposed SOP is issued, it should not apply

to state and local governments.
With very rare exceptions, the "going concern" question does not arise with governments.
Oversight bodies, investors and other interested CAFR users do not make decisions based upon

whether the government unit in question will be in business next year. As a result, the major
thrust of this SOP simply does not apply to governments. We truly are different from the private
business community.
We further agree with the minority view that this SOP would place a very heavy burden
upon CAFR preparers as well as upon the independent auditors. It mandates a nearly open-ended
list of risk possibilities to be studied, evaluated, reported and then audited. Resources are scarce
in all areas of the public sector. The cost/benefit ratio derived from this process would be so

negative that it would be insupportable by any reasonable person.
Standards overload has become a very serious problem in governmental reporting. The
CAFR is now so loaded down with disclosures that even well-informed persons have trouble

reading and understanding the report. The proposed SOP would add significantly to this problem.

200 West Jones Street • Raleigh, North Carolina 27603-1337 • Telephone 919-733-0178

State Courier 56-50-10
An Equal Opportunity I Affirmative Action Employer

Mr. Frederick Gill
Proposed SOP, Disclosure of Certain Significant Risks
Page 2

Finally, we believe that the vagueness an
d subjectivity of the required data would place the
preparers and auditors at a high degree of risk
third-party criticism and litigation. There are no
perceived benefits described in the SOP which could offset this risk, in our opinion.

We appreciate the opportunity to comment. Please let us know if this office can provide
further assistance.
Sincerely,

Fred W. Talton
State Controller

CSX
Corp

One James Center
Richmond. Virginia 23218
(804) 782 -1554

GREGORY R. WEBER
Vice President and
Controller

June 15, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

The Accounting Management of CSX Corporation has reviewed the AICPA’s proposed
Statement of Position (SOP) entitled "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility" and appreciates the opportunity to provide our
comments.
We acknowledge the difficulty in determining the correct level of "business disclosure" to be
included in financial statements and we understand the AICPA’s interest in dealing with this
issue. However, we believe that this proposed SOP provides very little benefit to public
companies and would be extremely burdensome to smaller private companies, non-profit
organizations, and governmental entities. The majority of the recommended disclosures are
already required of public companies under existing regulations including guidelines on
Management’s Discussion and Analysis (MD&A).

We support the current historical focus of audited financial statements and the status of
MD&A as disclosure that is reviewed but not audited. The flexibility inherent in this
approach allows for the MD&A to take a forward looking view of an entity’s operations
"through the eyes of management." Therefore, we do not agree with including this type of
information in audited financial statements.

Our comments as to specific disclosure requirements outlined in the proposed SOP are as
follows:

Nature of Operations
We generally support the disclosure proposed in this section of the SOP, however, we again
point out that most of this information is already provided by public companies.

Mr. Frederick Gill
June 15, 1993
Page 2

Use of Estimates in the Preparation of Financial Statements
This wording would be redundant with both the reporting entity’s acknowledgement of the
use of estimates in the Management Responsibility Statement and the independent auditors’
statements in their report. We believe that any reader purporting to rely on audited
financial statements should already have a sufficient understanding and appreciation of
management’s use of estimates.

Certain Significant Estimates
We believe that FASB Statement No. 5 "Accounting For Contingencies", particularly with
the added focus provided by the MD&A constitutes the appropriate framework for the
accounting and disclosure considerations of significant accounting estimates. The expansion
of disclosures to encompass "reasonably possible" changes in estimates, even within the near-

term context, would be little more than second guessing to attempt to deal with the middle
ground between the "probable" and "remote" criteria. In our opinion, it is likely that this
type of exercise would have a high cost in both dollars and lost credibility and would add
little or no value to the reader.

Current Vulnerability Due to Concentrations
For public companies, existing guidance adequately addresses the need to discuss business

concentrations.

However, we would not be opposed to additional factual disclosures for

private companies so long as they avoided speculation on the possible implications (favorable
or unfavorable) of such concentrations.

Financial Flexibility
The disclosures recommended by this section are redundant with MD&A’s requirements
regarding discussion of financial position, liquidity and cash flow. Moreover, the disclosures

appear to be an attempt to promulgate good business practices via GAAP requirements.
It is not the responsibility of accounting standard setters to insure that management and
investors obtain financing, forecast cash and renegotiate lines of credit.

In summary, we consider certain disclosures recommended by the proposed SOP to be
appropriate, however, we maintain that they are nearly all covered under existing GAAP and

SEC guidance. Further, we believe that the certain of the SOP requirements would extend
the historical framework of financial statements without a demonstrable level of benefit.

Sincerely,

Kirk Paper
KIRK PAPER CORPORATION
7500 Amigos Avenue
Downey, California 90241

(310) 803-0550
Telex II: #910-321-2469
Cable: KIRPAPINC

Kirk
June 15, 1993

Mr. Fredrick Gill, Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775

I read the proposed Statement Of Position, Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility.
As a CFO of a privately owned corporation which has its
statements audited and receives a Clean Opinion thereon, I find
the additional disclosures required to be unnecessary. It would
also increase cost for our company, due to the fact that each
disclosure would be subjective and be somewhat speculative,
causing unnecessary professioal and management time to be
incurred.

Privately held companies invariably have their financial
statements audited for their own use and with limited
distribution to third parties - (banks, insurance companies).

We wish to go on record as being opposed to the proposed
Statement of Position.

Yours very truly,

Joseph P. Dunne
Vice President and
Chief Financial Officer

JPD:djj
(aicpa.jpd)

STATE OF

IOWA
DEPARTMENT OF REVENUE AND FINANCE
GERALD D. BAIR, director

June 17, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill
We have reviewed the Exposure Draft of the Proposed Statement of Position
(SOP), Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility.

We acknowledge the obligation of financial statement preparers to provide the
necessary and relevant information to enable users to make informed decisions.
Furthermore, we endorse the intent of this SOP to address the financial statement
users’ need for additional disclosures related to risk and uncertainty.

At the same time, it must be also be recognized that financial statement preparers
and auditors will be required to shoulder significantly increased responsibility. The
range of risks and uncertainties and the dissimilarity of entities, necessitates broad
guidance for disclosure and consequently, the application of professional
judgement.
The costs associated with developing information to meet the requirements of this
SOP can be justified on the basis of prudent financial management. We would not
favor the exclusion of any reporting entities from the scope of this SOP. Although
we allow that there will be additional audit costs, we would expect these costs to
correlate with the size and degree of public accountability of the entity, and
therefore, to the relative importance of the disclosure.

The provision for voluntary disclosure of information, in regard to the factors that
cause an estimate to be sensitive to material change, is appropriate on the basis
that it may represent proprietary information.
Although we are in general agreement with the requirements of this SOP, we have
reservations with respect to the placement of the disclosures within the financial
report and to the "severe impact" criteria as it applies to governmental entities.

The proposed SOP requires disclosure in the basic financial statements. This
entails direct independent auditor association with information developed on a
subjective basis. This placement implies to users a greater degree of reliability
and completeness than actually exists.
We believe that the disclosure
requirements that exceed what is currently required to be reported in the Notes to
the Financial Statements, be reported elsewhere in the entities annual financial
report. For these reasons, we favor that the additional required disclosure be
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reported in the Letter of Transmittal or equivalent section of the annual financial
report.

We are concerned by the "severe impact" criteria proposed for disclosure of
current vulnerability due to concentrations.
This determination would be
particularly difficult in the governmental environment where varying constituencies
compete for resources and where impacts, such as imposing new or increased
taxes, are often viewed in political as well as financial terms.

If you have any questions regarding our response, please feel free to contact me
at (515) 281-4877.
Sincerely,

Calvin R. McKelvogue
GAAP Coordinator

CITY of MENTOR
8500 CIVIC

CENTER

PHONE 216 - 255-1100

BLVD.
•

’

MENTOR.

OHIO

June 18, 1993

Mr. Frederick Gill,
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

I do not favor issuance of the proposed statement "Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility".
It is my opinion that it would require broad and very speculative
disclosure by management and that its requirements go well beyond
what financial reporting should encompass.

John C. Aten
Director of Finance

JCA/rf

COUNCIL - MANAGER GOVERNMENT

44060

CLEVELAND NO. 942-8796

CERTIFIED PUBLIC ACCOUNTANTS

701 SOUTH LOGAN STREET
DENVER, COLORADO 80209
PHONE 733-3796

WILLIAM L. TURNAGE. C.P.A.
WARREN H. CLARK. C.P.A.

CONRAD G. KENISTON. JR..

TURNAGE, CL4RK & ASSOCIATES
June 17, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

We are writing to comment on the Exposure Draft, Proposed Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility.
We appreciate the efforts of the task force in preparing this
document, and certainly realize that it goes far toward protecting the accounting
profession from possible lawsuits.
We would offer some general comments, and then review the five specific
disclosures proposed.
We strongly believe that at least disclosures three
through five should only be required for companies with assets greater than a
certain dollar limit. Our practice involves small businesses and audits of many
not-for-profit entities; in most cases, management would not have the knowledge
or expertise to write complicated disclosures such as those suggested.
They
would have to rely on us to do this for them which could be cost prohibitive.
Since the concepts of vulnerability and financial flexibility, as your examples
indicate, are primarily negative in nature, management will not be receptive to
having such language in their financial statements.
It is our opinion that this Statement of Position would discourage any complied
statements to include footnotes because of the added costs. We foresee conflict
in client relations due to these responsibilities placed on us.
We are not
involved enough in day to day operations and decisions of our clients to be able
to make some of the predictions your examples show.

Nature of operations
Use of estimates in the preparation of financial statements

We believe that both of these disclosures are an important and meaningful
enhancement to financial reporting.
They would be simple to implement and the
benefit far outweighs the cost of implementation.
Certain significant estimates
If, in fact, a significant estimate has been made and appears in the financial
statements, we see value in disclosing the specifics. However, we do not think
auditors should make predictions of the financial outcome of what might take
place in the future. Your example at A.24 is placing too much responsibility on
us as auditors.

MEMBERS: AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS. COLORADO SOCIETY OF

CERTIFIED PUBLIC ACCOUNTANTS, DIVISION FOR CPA FIRMS OF THE AICPA

FAX (303) 733-6230

C.P.A
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Current vulnerability due to concentrations
Not-for-profits generally do not want disclosure concerning their contributors,
and we would strongly oppose having to disclose with the possibility of losing
grants and contributors. We would assume that readers realize that any not-forprofit relies on contributions for survival.
Your example at A.78 is extremely negative and unpredictable; an auditor could
not know that legislative changes will diminish the ability of some hospitals to
repay loans.
There would be no knowledge of the financial condition of the
hospitals. This is placing the auditor in the position of casting doubt on the
debt paying ability of the debtors while having no audit evidence to support such
disclosure. These types of disclosures could induce clients to shop auditors and
open the way for additional liability to the auditor if such disclosures have a
negative impact on the future of the entity.
We consider SFAS 105 requirements concerning concentration of credit risk and
reliance on a major supplier sufficient disclosures in this area.
We would
recommend deleting this section of the draft. If it is left in, we would request
that a checklist of possible scenarios of what to inquire of management be
included in the final document, and that this checklist also address not-forprofit entities.

Financial flexibility
If clients are relying on us to compose footnotes, we do not want the
responsibility of predicting whether or not they will be able to meet cash flow
needs other than current going concern considerations.
In the not-for-profit
arena, many clients will go to sources other than banks, such as members of their
board or congregation, and obtain short term loans during cash shortages.
For many of our clients, your sentence at A.87, "The company does not have a
credit arrangement in place that would assure the adequate availability of cash,"
would be a boiler-plate disclosure. A.94 is an example of pure speculation on
the part of the auditor. How can an auditor know what a loan committee will or
will not do? Overall, a financial flexibility disclosure is extremely negative
and speculative, and would create conflicts in client relations.
For small
business and not-for-profits, the face of the statement should convey the
financial picture.

Conclusion
In light of the litigation problems faced by our profession, we understand the
reasons behind this exposure draft.
However, we also see a trend of asking
clients to pay for audits which are increasingly onerous in tone and increasingly
expensive.
The auditor is repeatedly required to bring attention to the
downsides of an entity, but never allowed to speculate or comment on positive
aspects.

We would recommend disclosure of nature of operations and use of estimates for
all reports. We would approve disclosure of certain significant estimates, but
only if they were estimates made within the face of the financial statements as
presented for all reports.
We are strongly opposed to disclosure of current

Mr. Frederick Gill
June 17, 1993
Page 3

vulnerability and financial flexibility as they have the potential for creating
more litigation against the auditor.
In order to satisfy ourselves as auditors
of the entity, it is almost mandatory
*
that a cash flow projection be completed
which, in the case of our clients, would have to be done by the auditor which
equates to higher fees.
This issue has already been adequately addressed in
other pronouncements. We are opposed to the disclosure of financial flexibility
requirement for small businesses and not-for-profit entities.

warren H. Clark, CPA
Managing Partner
cmm/CK
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June 17, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of CPA's
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

Proposed SOP
Disclosure of Certain Significant
Risks and Uncertainties and
Financial Flexibility

Dear Sir:
I thank God that there are four reasonable members of AcSEC who have
dissented from the issuance of this proposed SOP.
I would only ask that the
balance of the members of AcSEC re-read their position on pages 18 and 19 of the
draft and agree to discard this SOP completely.
It is time the users of financial statements be put on notice that there
are risks and uncertainties in every financial statement and they must realize
that they can not be spoon fed every possible scenario of the future.
Do not issue this SOP.

Very truly yours,

C. Edward Rogers, Jr.
GREENAWALT & COMPANY, P.C.

CER/clg
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State of North Carolina

Department of the treasurer

June 21, 1993
325 NORTH SALISBURY STREET
RALEIGH. NORTH CAROLINA 87603-1388

HARLAN E. BOYLES
STATE TREASURER

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, New York
10036-8775

Re:

Exposure Draft - SOP Disclosure of Certain
Significant Risks and
Uncertainties and Financial
Flexibility

Dear Sir:

We have reviewed the exposure draft on disclosure of significant
risk, etc. We agree that current rules on the disclosure of risk
are not truly sufficient. We disagree almost completely with the
Task Force's approach to a solution.
Further, we disagree with
the assumption made by the Task Force that the AICPA is the proper
forum for deciding this issue. We believe that this issue is so
fundamental to the preparation of financial statements that only
the FASB and the GASB have authority to issue authoritative
guidance on the issue.
We suggest that a position paper may be
the proper forum for the AICPA to use.
Because we disagree
fundamentally with the approach taken by the Task Force, we
recommend that the current text be abandoned and a proposed
position paper approach the issue in a different manner.
The main reason why we consider that the Task Force's approach to
the issue is fundamentally flawed is that we do not believe that
evaluation of risk can be done objectively.
We believe that
"risk" can be disclosed without the necessity of drawing
conclusions as to its significance at this time.
The disclosure
of "risk” should be sufficient so that the knowledgeable reader
can use the disclosures to evaluate events subsequent to the
issuance of the disclosures.
The intended audience of financial
statements is a reasonably informed user.
In a number of areas,
this Exposure Draft goes far beyond this level of disclosure, and
clutters the notes with unnecessary information. As is stated in
GASB Concepts Statement No. 1, "excessive detail may confuse
rather than clarify."
We also believe that much of the data
required is already provided in bond circulars and other detailed
reports
(e.g.
Official Statements and Comprehensive Annual
Financial Reports for governments and S-l's and 10-K's for
corporations).
The Department of State Treasurer includes Local Government Commission, Teachers and State Employees Retirement System, Local Governmental
Employees' Retirement System, Public Employees' Social Security Agency , Legislative Retirement Fund, Escheats Fund, and Tax Review Board.
An Affirmative Action/Equal Opportunity Employer
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Generally we believe that general purpose financial statements
either should include or be accompanied by the following
disclosures:

1.

Adequate description of the reporting entity and the nature
of operations;

2.

Adequate disclosures
of
areas
of
potential
risk
in
significant parts of the entity; for example:
a.
Large customers, taxpayers, and grantors;
b.
Industry concentration of customers and taxpayers;
c.
Production vulnerabilities such as age of plants, last
"turnaround”
of a major plant,
concentration
of
production of one or more product lines in a few
facilities;

3.

Use of statistical estimates - standards used and who
prepared the estimate by specific significant estimate (e.g.
pension costs, incurred but not reported claims, mining
reserves); and

4.

Environmental vulnerabilities, e.g. use of chemicals or
processes which could become potential superfund liabilities.

Use of estimates in the preparation of financial statements would
be a standard disclosure in all financial statements.
Since a
reasonably informed user should be aware of this fact, no
disclosure is needed or appropriate.
Financial flexibility is
another way of viewing the "going concern" issue and is best left
to the guidance on that issue. Operating inflexibility can be just
as serious as financial inflexibility.

We thank you for the opportunity to express our views on this
matter.
If you have questions, you may wish to call either Vance
Holloman (919-733-3064) or Steve Albright (919-733-1081) of our
staff.

Sincerely

Harlan E. Boyles
State Treasurer
HEB:ad
cc:

David Bean, Director of Research
Governmental Accounting Standards Board

June 18, 1993

Mr. Frederick Gill

Senior Technical Manager
American Institute of Certified Public Accountants

Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
This letter is written in response to the request for comments on the Exposure Draft of
the Proposed Statement of Position (SOP), "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility," March 31, 1993.

While we agree that "the

volatile business and economic environment underscores a need for improved disclosure
about the risks and uncertainties that face reporting entities and information about the
entities' financial flexibility," we disagree with certain elements of the proposed
disclosure requirements.
Certain Significant Estimates

Our primary area of concern is the supplemental disclosure requirements regarding

certain significant estimates.

Paragraph 12 of the proposed SOP states, "Notes to

financial statements should discuss the potential near-term effects on the financial

statements of the risks and uncertainties associated

with estimates used

in

the

determination of the carrying amounts of assets or liabilities or disclosure of gain or

loss contingencies when both of the following criteria are met:

•

It is at least reasonably possible that the estimate will change in the near
term.

•

The effect of the change would be material to the financial statements.”

Users of financial statements understand that the preparation of financial statements in
accordance with generally accepted accounting principles (GAAP) requires
management to make estimates and assumptions regarding the carrying values of assets
and liabilities at the balance sheet date and revenue and expenses during the reporting
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period.

Indeed, another paragraph of the proposed SOP, with which we agree, will

require management to make a statement to that effect in the footnotes.

The financial

statements represent management's best estimates based upon information available to
them at issuance.

Material changes in those financial statements which occur

subsequent to the balance sheet date but prior to issuance would require adjustment or
disclosure under existing GAAP. Known trends or uncertainties must be addressed by

publicly traded companies in Management's Discussion and Analysis of Financial
Condition and Results of Operations (MD&A).

In summary, we believe that existing

GAAP and SEC reporting requirements result in sufficient disclosure regarding risks

and uncertainties to enable investors to make informed decisions.

Applying this proposed SOP gives management no better tools with which to make
estimates.

We believe that users of financial statements containing the disclosures

required by the proposed SOP will nevertheless develop heightened (and unrealistic)

expectations regarding the completeness of the information and the accuracy of
management's estimates.

The judgments made by management may readily be

questioned in hindsight. We are concerned that both management and auditors may be
exposed to additional risk in today's litigious environment. We do not believe that the
benefit derived from the additional disclosure warrants undertaking the additional risk.

The proposed SOP indicates in paragraph 19 that "Disclosure of routine estimates
normally is not required because such estimates generally would not be subject to wide

variations that could materially affect the financial statements." In the HMO industry,
the estimation of incurred but not reported claims and the estimation of liabilities under
risk sharing arrangements with contracting providers are two examples of liabilities for

which routine estimates are made but which could be subject to wide variations that

could materially affect the financial statements.

Such fluctuations might be primarily

driven by changes in utilization patterns, over which the HMO may have influence but
no direct control.

In addition to our concerns regarding the subjectivity of the

information disclosed, these examples lead us to question whether the benefit derived

from the disclosure outweighs the cost to provide it.

While we are a publicly traded

diversified managed care organization, and as such are subject to the disclosure

requirements of the SEC as well as of GAAP, we are also in a regulated industry.
Therefore, each of our HMO operations is required to file one or more audited
financial statements annually with various regulatory agencies.

These nonpublic

entities will likely be required to perform significant additional procedures to provide

analyses necessary for management to make the required disclosures and for the

auditors to opine on them.

This will require us to incur additional resource costs

which, in our opinion, exceed the benefit derived from the additional disclosures.

Mr. Frederick Gill
June 18, 1993
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Lastly, we are concerned that the application of the proposed SOP may require
disclosure of information that we would consider confidential or proprietary. This may

be true in such areas as the assessment of goodwill and other intangible assets, litigation

reserves, provisions for restructurings and such industry-specific liabilities as those

related to risk-sharing arrangements with contracting providers.
Current Vulnerability due to Concentrations

Paragraph 20 of the proposed SOP states that "Any concentration existing at the date of
the financial statements that makes the enterprise vulnerable to the risk of a near-term

severe impact should be disclosed when it is at least reasonably possible that the events

that could cause the near-term severe impact will occur."
We do not believe that the term "severe impact" is adequately defined, as it is in a

range which is greater than "material" but less that "catastrophic."

Such a broad
definition will be subject to wide interpretation. We do not support the introduction of

a new term to describe the impact, but believe that the Accounting Standards Executive
Committee (AcSEC) should choose a threshold in the existing framework.

The disclosure of concentrations of credit risk for financial instruments is required by

FASB Statement No. 105.
While reporting of significant customers is no longer
required for non-public entities, there is a continuing requirement to disclose economic
dependency when this disclosure is necessary for a fair presentation.

This concept of

economic dependency extends to products, inputs and customers, and addresses a

number of the areas enumerated by the proposed SOP.

In summary, we believe that

existing GAAP and SEC reporting requirements result in sufficient disclosure regarding
vulnerability due to concentrations to enable investors to make informed decisions.

Financial Flexibility
Paragraph 26 of the proposed SOP states, in part, that "Notes to financial statements

should include a discussion of management's expected course of action when it is
determined that it is at least reasonably possible that the entity will not have the ability
over the near term to pay its expected cash outflows without taking certain actions."

For publicly traded companies, the disclosure requirements regarding liquidity and
capital resources in MD&A are more extensive than those proposed by the SOP.

SAS

No. 59 requires auditors to assess the entity's ability to continue as a going concern.

We believe that existing GAAP and SEC reporting requirements result in sufficient

disclosure regarding

decisions.

financial

flexibility

to enable investors

to

make

informed
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Summary of Comments
We believe that existing GAAP and SEC reporting requirements result in sufficient
disclosure

regarding

certain

significant

estimates,

current

vulnerability

due

to

concentrations and financial flexibility to enable investors to make informed decisions.
We believe the disclosures required by the proposed SOP will result in not only
increased exposure to litigation for management and independent auditors but also

increased costs to the entities in resources to prepare the information as well as in audit

fees, without providing significantly better information to the user of the financial
statements. We do not believe the benefit to be derived from the additional disclosures
outweighs these incremental costs.

Sincerely,

Wayne B. Lowell
Executive Vice President and Chief Financial Officer

MCL/mcl

GOVERNMENT OF THE DISTRICT OF COLUMBIA
EXECUTIVE OFFICE

OFFICE OF THE DEPUTY MAYOR FOR FINANCE

OFFICE OF THE CONTROLLER
415 12TH STREET, N.W.
ROOM 412
WASHINGTON, D.C.
20004

JUN 23 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill

This is in reply to the exposure draft of a proposed statement
of position on the disclosure of certain significant risks and
uncertainties and financial flexibility.
My general comments on the transmittal letter dated March 31,
1993 follow.

1.
No reporting entity should be excluded from the scope of
the SOP or from the disclosure requirements.
However, basing
materiality on fund type presents a problem.
In the District,
some enterprise funds, trust funds and component units earn
money every year.
Some transfer their earnings to the general
fund.
Some retain them.
Others transfer "on demand."
Other
funds and units lose money every year. They receive operating
transfers (subsidies) from the general fund or revenues may be
credited directly to them.
Some funds and units earn money
some years and lose money other years.
Finally, all the
enterprise funds, trust funds and component units, and some
organizations that are part of the general fund, such as public
schools, issue separate audited financial statements.
The criteria for disclosure of significant risks, concentration
uncertainties and financial flexibility applied to individual
funds, units and organizations may be different from the
criteria applied to their fund types in the combined financial
statements.
This may cause confusion,
particularly when
revenue bonds are outstanding in a fund.

2.
The disclosure of factors that cause an estimate to be
sensitive to a material change should be required in the case
proprietary
or
confidential
of
governments who have
no
financial information.

3. The term "concentrations" should be defined.
are applicable to governments.

Concentrations

The preparation of cash flow forecasts is appropriate for
governmental fund types.
4.

5.
Potential
significant
risks,
future
concentration
uncertainties and expected financial flexibility should be
placed in a section called "Risks and Uncertainties" in the
transmittal letter of the comprehensive annual financial report
(CAFR) of a governmental reporting entity.
6.
The approach of providing broad guidance in the proposed
SOP is more difficult to implement in the public sector than it
is in the private sector.
Specific suggestions for improving
the proposed SOP follow.

PLACEMENT
Financial statements present historical data. The notes to the
financial
statements
give
additional
information
about
particular items in the financial statements. The notes should
not contain projections or predictions about the future. While
such information may be of importance to financial analysts and
others, they are management's opinions and should not be
mingled with past data. The place for management's expectation
of what is going to happen during the next year belongs in the
transmittal letter that is a part of a government's CAFR and
does not belong in the financial section of the CAFR. There is
a difference between an estimate of what might have happened in
the past and an estimate of what might happen in the future.

NATURE OF OPERATIONS
10.
The first note to the financial statements is usually the
summary
of
significant
accounting
policies
(SSAP).
The
principal services performed by the government (and its date of
incorporation and form of government) should be described at
the beginning of the note.
The note should not describe the
revenue sources for the government's services if details are
provided elsewhere in the financial section of the CAFR.
See
attachment section 1.

USE OF ESTIMATES
11.
An
statements
principles
follow the
note. See

explanation
that
the
preparation
of
financial
in conformity with generally accepted accounting
requires the use of management's estimates should
description of the nature of operations in the SSAP
attachment section 2.

SIGNIFICANT RISKS
14.
To obtain information on significant risks, the District
would have to send a questionnaire to each of its SO
departments, offices and agencies.
See attachment sections 3
through 17.
The uncollectibility of receivables is considered
a loss contingency.
The useful lives of fixed assets are
required to be disclosed in CAFRs under existing standards.

The amount estimated in section 4 of the attachment should be
accrued in the financial statements. The amount estimated in
section 6 should be disclosed in a note in the CAFR on
contingent liabilities.
The nature of the contingency in
section 8 should be disclosed in the contingent liabilities
note with a statement that an estimate cannot be made.
The
nature of the guarantee in section 9 should be disclosed in the
contingent liabilities note with an estimated amount or a
statement that an estimate cannot be made.

If the potential changes estimated in
material under section 11, the potential
change in an estimate before September
indicated in a section called "Risks and
transmittal letter of the CAFR.

sections 5 and 7 are
effect of a possible
30, 1994, should be
Uncertainties" in the

The nature of the subsequent contingency in section 10 should
be disclosed in a note in the CAFR on subsequent events with an
estimated amount or a statement that an estimate cannot be made.
CONCENTRATION UNCERTAINTIES
20.
The term "concentration" should be defined.
The
defines it by examples only. See attachment section 13.

SOP

The nature of the concentration, the possible adverse event and
its disruptive effect in section 14 of the attachment should be
indicated in the "Risks and Uncertainties" section of the
transmittal letter.
FINANCIAL FLEXIBILITY
26.
The
term "cash shortage"
should be defined.
See
attachment section 16.
Management's expected course of action
to eliminate an expected cash shortage in section 17 of the
attachment should be indicated in the "Risks and Uncertainties"
section of the transmittal letter.
ADDITIONAL COMMENTS

1. Most governments pool the cash of their various funds. Can
there be a cash shortage in a fund in such circumstances?
Overdrafts at year end are reported as interfund loans.

2.
Are postemployment benefits, such as health care and life
insurance premiums paid for retirees, within the scope of the
proposed SOP?
3. If the effect of a revision in an estimate made during the
year is material, must it be disclosed at year end?
If so,
where?
4.
Would a substantial and growing unfunded pension liability
be considered a concentration?

5.
If a government issues ' lifable " general purpose financial
statements, should the risks and uncertainties that would be
presented
in
the
transmittal
letter
be
"supplementary
information," not subject to audit?
6.
If an auditor considers an entity unable to continue as a
going concern, SAS-59 should be followed.
Sincerely,

Edwin G. Ross
Director
Accounting and Research

RISKS AND UNCERTAINTIES
NATURE OF OPERATIONS

1.

The District provides a full range of state, country and
city services including public safety (police, fire and
corrections),
economic
development
(housing,
community
development
and
economic
regulation),
public
works
(transportation,
sanitation
and
construction),
public
education
(schools and
libraries)
and human services
(health, welfare and recreation).

USE OF ESTIMATES

2.

The preparation of financial statements in conformity with
generally
accepted
accounting
principles
requires
management to make estimates and assumptions that affect
the reported amounts of
assets
and
liabilities
and
disclosure of contingent liabilities at the date of the
financial statements and revenues and expenditures/expenses
during the year.
Actual results could differ from those
estimates.

SIGNIFICANT RISKS

3.

The following are examples of loss contingencies that may
be based on estimates:
Allowances for uncollectible receivables.
b.
Disallowances of revenues (grants).
c.
Employees' back pay (overtime)
d.
Environmental related liabilities (landfills).
Incurred but not reported entitlements (Medicaid)
f.
Intangible assets (computer software).
Litigation related liabilities (torts)
g.
h.
Long term investments (real estate).
Obsolescence of equipment (computer hardware).

4.

Has your organization accrued a loss contingency because it
is probable but not certain that an asset has been impaired
1993
and the
or a liability incurred at September 30
amount of the loss can be reasonably estimated?
Probable
means that a future event or events are likely to occur
If yes, then
confirming the fact of the economic loss.
state
the nature of the contingency.
b. how the amount of the loss was calculated and
account and
source
or
object
c. the fund.
and
in which the amount is
responsibility center
accrued.

5.

Based on information available before December 31, 1993,
and of which your management is reasonably expected to have
knowledge, is it probable or reasonably possible but not
certain that the estimate accrued could change before
September 30, 1994? If yes, then state

a. the factors that could cause the estimate to change
and
b. the amount of the potential change before September
30, 1994.
6.

Has your organization disclosed but not accrued a loss
contingency because it is reasonably possible but not
probable that an asset has been impaired or a liability
incurred at September 30, 1993, and the amount of the loss
can be reasonably estimated.
Reasonably possible means
that the chance of a future event or events occurring are
more than remote but less than likely. If yes, then state

a. the nature of the contingency and
b. how the amount of the loss was calculated.
7.

Based on information available before December 31, 1993,
and of which your management is reasonably expected to have
knowledge, is it probable or reasonably possible but not
certain that the estimate disclosed could change before
September 30, 1994? If yes, then state

a. the factors that could cause the estimate to change
and
b. the amount of the potential change in the estimate
before September 30, 1994.

8.

Has your organization disclosed but not accrued a loss
contingency because it is probable or reasonably possible
but not certain that an asset has been impaired or a
liability incurred at September 30, 1993, but the amount of
the loss cannot be reasonably estimated?
If yes, then
state

a. the nature of the contingency and
b. why an estimate cannot be made.

9.

Has your organization not accrued or disclosed a loss
contingency because it is remote that an asset has been
impaired or a liability incurred at September 30, 1993,
except that, it has disclosed guaranties of indebtedness of
other entitle even if remote. Remote means that the chance
of a future event or events occurring is slight.
If there
is a guarantee, then state

a. the nature of the guarantee.
b. how the amount of the guarantee was calculated or
c. why an estimate cannot be made.

10. Has
your
organization disclosed
but
not
accrued
a
subsequent contingency because it is probable or reasonably
possible but not certain that an asset has been impaired or
a liability incurred after September 30, 1993, and before
December 31, 1993? If yes, then state

a. the nature of the 'subsequent contingency and
b. how the amount of the loss was calculated or
c. why an estimate cannot be made.
11. Is the amount of the potential change in the estimate in
paragraphs 5 and/or 7 material to a fund.'s financial
statements at September 30, 1993? Material means that the
magnitude of an omission or misstatement of accounting
information
would,
in
the
light
of
surrounding
circumstances, make it probable that the judgment of a
reasonable person relying on the information would have
been
changed
or
influenced
by
the
omission
or
misstatement. If yes, then state
a. the potential effect of a possible change in an
estimate and
b. that the change could occur before September 30,
1994.

CONCENTRATION UNCERTAINTIES
12. The following are examples of concentrations
make your organization vulnerable to a risk:

a.
b.
c.
d.
e.

that

might

Court ordered expenditures (public housing).
Grants (Federal assistance program).
Investments (inadequately diversified portfolio).
Legally required expenditures (entitlements).
Taxes (major tax source).

13. Does your organization have any concentration at September
30, 1993? A concentration is any major item, or group of
items having similar economic characteristics, that have a
significant
financial
effect
on
the
functioning
of
essential services. If yes, then answer question 14.

14. Based on information available before December 31, 1993,
and of which your management is reasonably expected to have
knowledge, is it probable or reasonably possible but not
certain that a future event associated with a concentration
could have a significant financially disruptive effect on
the functioning of essential services before September 30,
1994? If yes, then state

a. the nature of the concentration,
b. the nature of the possible adverse event and
c. the concentration's possible significant financially
disruptive effect on the functioning of essential
services before September 30, 1994.

FINANCIAL FLEXIBILITY
15. The following are examples of courses of action that may be
undertaken to eliminate an expected cash shortage:

a. Borrowing directly from banks, other governments or
other funds (debt limitations).
b. Borrowing indirectly
by
delaying
payments
to
vendors,
extending
due dates
of
loans
or
restructuring loans.
c. Enacting new taxes or raising existing taxes (tax
limitations).
d. Entering into new credit agreement.
e. Issuing bonds or notes.
f. Liquidating assets directly by sale.
g. Liquidating assets indirectly by not replacing them
as they are consumed.
h. Modifying or renewing existing credit agreements.
i. Reducing costs (or inability to reduce costs, such
as entitlements).
j. Reducing
or
eliminating services or
programs,
including deferring maintenance on infrastructure.
16. Will a fund have a cash shortage during the year ended
September 30, 1994?
A cash shortage is a deficiency of
expected cash resources under expected cash payments.
If
yes, then answer question 17.

17. Based on information available before December 31, 1993,
and of which your management is reasonbably expected to
have knowledge, is it probable or reasonably possible but
not certain that
the fund will
not
have f inancial
flexibility during
the year ended September 30,
1994?
Financial flexibility is the ability to take action that
will eliminate a cash shortage. If it will not, then state

a. management's expected course of action to eliminate
the expected cash shortage.
(The degree of detail
presented
depends
upon
the
severity
of
the
situation).
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June 24, 1993

Professor Kenneth S. Most
Florida International University
Department of Accounting
North Miami Campus
North Miami, FL 33181
Dear Professor Most:
Thank you for your letter concerning the Accounting Standards
Executive Committee's Exposure Draft of a proposed SOP on
disclosure of risks, uncertainties and financial flexibility and
your recommendations for Management's Discussion and Analysis.

We are forwarding your letter to our Accounting Standards
division for their attention.

Thank you for writing us. Your interest in the Journal of
Accountancy is very much appreciated.
Sincerely,

Sarah Cobb
Assistant Editor
cc: A. Rodda
Accounting Standards Div

Florida International University
The State University of Florida at Miami
TM

May 13, 1993

The Editor
The Journal of Accountancy.
Dear Sir:

With reference to the Accounting Standards Executive Committee's
recent Exposure Draft of a proposed SOP on disclosure of risks,
uncertainties, and financial flexibility, I suggest that the
final version include the following recommended paragraphs for
Management's Discussion and Analysis.
DISCLOSURE

OF

CERTAIN SIGNIFICANT RISKS AND
FINANCIAL FLEXIBILITY

UNCERTAINTIES

AND

Your Company manufactures products that are continually suscepti
ble to technological obsolescence, in facilities that may at any
time be closed for violations of the Occupational Safety Act or
environmental regulations, using labor that is subject to the
customary frailties of the human body and spirit. The risk of a
strike by our workers or those of our suppliers is always a
possibility, as is the risk of one or more suppliers going bank
rupt or failing to supply us with necessary parts and materials
for other reasons.

The cost of manufacturing facilities and of product inventories
have been capitalized and will be charged to expense based on
estimates, but such estimates are themselves based upon assump
tions concerning an unknown future and the cost of such assets at
any balance sheet date may not be recoverable.
Our products are sold to customers who are expected to pay for
them, but some or all may not be in a position to do so when the
time comes, depending on their financial condition and on credit
conditions in the national and world economies. Our products have
in the past met these customers' expectations in terms of speci
fications and quality, but such expectations may change at any
time, and at short notice. Sales are expected to be profitable,
but any profit realized is subject to taxation, which may result
in much or all of it being paid to the government.
Our capital is provided in part by lenders with whom your Company
has entered into loan agreements containing covenants that re
quire your Company to do or refrain from doing certain acts. In
some circumstances failing to do or doing such acts may result in
legal actions that transfer the Company's property to the lend
ers, leaving nothing or very little for the benefit of sharehold
ers.
North Miami Campus, North Miami, Florida 33181
Equal Opportunity/Equsl Access Employer and Institution
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Your Company is not vulnerable to concentrations of assets or
liabilities beyond the provisions for losses that have been made
in the financial statements. These provisions are based upon
estimates, however, and may prove to be too high or too low. On
the other hand, there is always a remote possibility that your
Company may experience gains over and above those that have been
included in the income of any particular fiscal period.
It is reasonably possible, although in management’s view not
probable, that because of the uncertainties mentioned above your
Company may not have the ability in the near future to pay its
expected cash outflows without adding to its existing obligations
in ways that may prove detrimental to shareholders’ interests. It
is even possible that an excess of cash outflows over cash in
flows may force your Company into bankruptcy, in which case there
may not be sufficient funds to discharge all legal and equitable
obligations, far less provide anything to shareholders.

Have a nice day.

Kenneth S. Most
Professor of Accounting
Florida International University

First
Security
Corporation
Scott C. Ulbrich
Executive Vice President and
Chief Financial Officer

June 28, 1993

Attn: Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290 AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill
First Security Corporation (FSC) appreciates this opportunity to respond to the Exposure Draft (PSOP) Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility (ED).
We understand the Institute's concern for the need for non-public reporting entities to make the
recommended disclosures in the footnotes to their financial statements; however, as a public reporting
entity FSC is subject to SEC disclosure requirements and already discloses the information contemplated
by the ED within the MD&A, the Independent Auditor’s Report, the Management’s Report on Financial
Statements, as well as in the footnotes to the financial statements.

In the annual reports of FSC and other public reporting entities, disclosures are not confined to the
footnotes to the financial statements as proposed by the ED. Disclosures appear in various areas of the
reports as required by SEC regulations. Because public reporting entities must meet SEC disclosure
requirements, repetitive disclosure requirements would create an unnecessary burden on those entities.
In addition, if the disclosures are added to the footnotes to the financial statements, the disclosures will be
subject to independent audit, resulting in additional unnecessary audit expense. In the opinion of FSC,
public reporting entities should be exempted from compliance with the proposed Exposure Draft.
Sincerely,

Scott C. Ulbrich
Executive Vice President
& Chief Financial Officer

/cw

First Security Corporation P.O. Box 30006 Salt Lake City, Utah 84130 Telephone 801-246-5706
A financial services company of First Security Corporation

MILLER
& MILLER
Certified Public Accountants

June 28, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
I was privileged to be in the audience Friday, June 25, when Richard Dieter
reviewed and explained the proposed Statement of Position: Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility. I would like to
add my opinions to those you are receiving that wholeheartedly support the bold
moves the task force is making to improve our profession and enhance the service
we provide our clients.
My career in public accounting consists of 21 years providing service to
non-public, closely-held companies, individuals, not-for-profit organizations,
and government institutions. Our firm consists of 32 individuals. We do no SEC
work, nor do we envision performing those services.
My opinion is to support the principles contained in, and advanced by, this
Statement of Position.
I believe this Statement provides guidance in the
direction our profession must take in financial reporting.

Even in the environment of small businesses, our clients no longer need us
to merely report on their financial history. If we have met our clients' service
needs, we have already shown them through the application of computers how to
develop the traditional, historic financial information the production of which
was once the mainstay of that group in our profession who serves the small
business.
In short, our clients and the public we serve require radically
different services today than they did 20 years ago. We, as a profession, must
stay in touch with those developing needs.

My concern is not with the changes that would come about by implementation
of this Statement of Position, but the changes that will most definitely develop
if the concepts espoused in this statement are not embraced by us. If we do not
accept the responsibility for disclosure of significant risks and uncertainties
and evaluate financial flexibility, why do our clients need us as CPAs?
The
traditional service of preparing historical financial information is no longer
the domain of the Certified Public Accountant. Nor do I believe it should be.
Those we serve expect and deserve higher service from us.

701 South Broad Street, P.O. Box 406, Lititz, PA 17543 (717) 626-2081 FAX: 627-2651
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I empathize with the concern about cost and benefit of the information.
The requirement of this type of disclosure on compilation engagements may not,
indeed, be appropriate.
It is my opinion, however, that all review and audit
clients would greatly benefit from the requirement that we, as professionals,
provide the necessary analysis and evaluation to expand our reporting.
Our profession must deal with our explosive conflict of interest problem.
While we hold ourselves as "independent,” we are paid by our clients either for
compilation, review, or audit services in this financial reporting business.
Because we know and understand business, we are also called upon as consultants
and advocates for these same clients.
I do not believe that our embattled
profession can successfully move into the 21st century without adopting the
vision and principles of this proposed Statement of Position.
I believe the
major impact for the profession that adoption of this capital statement will
bring is refinement and interpretation of this conflict of interest inherent in
the work we do.

I congratulate the members of the task force on the results of the serious
consideration they have given the issues and on their courage to publish ideas
that boldly address the needs of those we serve.
Very truly yours,

Ronald L. Miller
RLM:lm
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Robert J. Upmeier
Susan K. Thompson

A Professional Corporation
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June 28, 1993

Mr. Fredrick Gill
Senior Technical Manager
Accounting Standards Division - File 4290
American Institute of
Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Re:

Proposed Statement of Position
Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility

Dear Mr. Gill:
This letter represents our comments on the exposure draft (ED) identified
above.
Because Stuart Harden of our firm is a member of the minority view
expressed in Paragraph 32 of the ED, we do not intend to repeat the
objections to the issuance of the ED which are adequately expressed in that
paragraph.
The purpose of this letter is to present alternatives to the
conclusions reached in the ED which would result in more effective and
usable financial statements.
Our comments are organized into six
categories including scope and each of the five disclosure areas.

Scope

We do not believe that the scope of ED should exclude nonpublic enterprises
or enterprises that do not meet a certain minimum size test.
If the
document was only applicable to public enterprises, we believe that the
document need not be issued at all because such enterprises generally
provide a management's discussion and analysis (MD&A) pursuant to SEC
regulations, and such MD&A disclosure covers virtually all of the five
categories noted. We also believe that if these disclosures are deemed to
be of sufficient importance to be included in the notes to the financial
statements, that importance is not diminished because of the size of the
entity.
In fact, concentration, for example, may be a greater risk for
small entities than for larger ones.
We find the concept of "public accountability" to be difficult to apply in
practice.
In addition, we are not convinced that the ability of users to
inquire of management reduces the responsibility of the preparer to

A member of the AICPA Division for CPA Firms

Mr. Fredrick Gill
American Institute of Certified Public Accountants
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include sufficient disclosure in general purpose financial statements. As
long as the purpose of GAAP is to provide general purpose financial
statements to users, we believe that GAAP should be designed to meet the
needs of the majority of such potential users, and not result in financial
statements "personalized" based on the preparer’s perception of individual
users’ needs or financial sophistication.

Nature of Operations

We believe that the requirements of Paragraph 10 are a useful addition to
GAAP.
In fact, disclosures of this nature are currently made in the
financial statements of our clients on a routine basis.
Use of Estimates in the Preparation of Financial Statements

The requirements of Paragraph 11 are a useful addition to GAAP and we do
not object to the inclusion of such words in the notes to the financial
statements.

Certain Significant Estimates
We believe that the "screens" used to identify which significant estimates
should be disclosed in the financial statements are so subjective that
preparers faced with similar situations will select different disclosures
to include in their financial statements even though they are using the
same criteria for selecting those disclosures.
This will probably result
in hindsight speculation as to why the risk associated with a particular
estimate was not disclosed. Under generally accepted auditing standards,
auditors of companies with audit committees, and all companies reporting to
the SEC, are required to discuss significant estimates with those
committees.
There is a discussion of these requirements in Paragraph 08 of
Statement on Auditing Standards (SAS) No. 61. We believe that a general
discussion of significant estimates similar to the discussion currently
required by SAS No. 61 should be considered as a supplement to the general
disclosure in Paragraph 11, of the ED.

Although this approach will potentially result in the disclosure of
more of the estimates used in preparing the financial statements than would
be required following the "screens" in Paragraph 12 of the ED, we believe
that preparers will find the judgements as to which estimates to disclose
simpler and less confusing than trying to make judgements regarding
"reasonable possibility" of "near term" change. We are not aware of
situations where it has been difficult for auditors to identify the
significant estimates to be disclosed pursuant to SAS No. 61 and,
consequently, we do not believe that there will be significant difficulty
for preparers to identify significant estimates using similar broad
criteria.
Should you elect to continue to use the "screens" in Paragraph No. 12, it
should be made clear that the change in estimate in the near term would

Mr. Fredrick Gill
American Institute of Certified Public Accountants
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result o
f
future events confirming the fact that a loss will occur in the
near ter.
s discussed in the last sentence of Paragraph B.23 of the ED.
Paragraph 2, read in isolation, could result in disclosure of changes in
judgement during the near term unrelated to confirming events.

Current Vulnerability Due to Concentration
As with certain significant estimates, we believe that the "screens" used
to identify concentrations to be disclosed are so subjective, that different
disclosures will result in similar situations. We believe that specific
areas of concentration should be identified and objective measurements
introduced to identify what concentrations should be disclosed.
In following the examples in Paragraph 24, the following types of
disclosures might be made:
Products or other revenue sources.
This type of disclosure is
already covered sufficiently by the nature of operations
requirements.

■

Input. Use of an arbitrary percentage, such as 25%, may be
considered.
For example, suppliers of over 25% of the dollar
value of raw materials or union contracts covering over 25% of
annual labor costs.

Customers, taxpayers, grantors or contributors. This requirement
is sufficiently covered by the nature of operations requirement.
Investments, interest rate, or foreign exchange rate exposure.
We believe that this category is, or will be, sufficiently
covered through the FASB project on financial instruments.

Dependence on patent protection.
If this category had not been
mentioned in the ED, a preparer may not have identified this as
a concentration using solely the wording in Paragraph 20.
Accordingly, patent protection could be identified as a required
concentration disclosure if a particular product subject to
patent represents more than, say 25%, of total sales.
Assets subject to expropriation.
This is another category
which might not have been identified by preparers solely using
the language in Paragraph 20.
If this is an area of
concentration deemed necessary to disclose, it should be
specifically identified along with objective criteria for
disclosure, such as assets representing more than 25% of the
carrying amount of total assets.

Although not mentioned as an example in Paragraph 24, Illustrative
Disclosure F, beginning at Paragraph A.77, indicates that actual and,
perhaps, potential legislation or regulation would be an area requiring
disclosure as a part of the concentrations category.

Mr. Fredrick Gill
American Institute of Certified Public Accountants
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To avoid speculation and second guessing, we believe that specific
categories of concentrations resulting in risk should be identified for
disclosure and objective measurements included which would indicate if such
concentrations are of sufficient significance to require disclosure.
Financial Flexibility

We believe that the section on financial flexibility should be removed from
the ED and a separate SOP be prepared which addresses the shortcomings in
GAAP resulting from the issuance of SAS No. 59.
Under SAS No. 59, Paragraph 10, certain disclosures are recommended if an
auditor comes to the conclusion that there is substantial doubt about the
entity’s ability to continue as a going-concern for a period of one year
following the balance sheet date.
Paragraph 11 of SAS No. 59 also
indicates that, even if such a decision is not made, disclosure of
circumstances which cause such a consideration to be made should be
considered for disclosure.

It is unusual for a Statement on Auditing Standards to recommend
disclosures in the financial statements.
In fact, we have knowledge that
such disclosures were not required because the Auditing Standards Board did
not believe it was in their charge to require certain GAAP.
We believe that it is AcSEC’s responsibility to follow-up on the
recommendations of SAS No. 59 and require certain disclosures if management
decides that there is substantial doubt about the ability of the entity to
continue as a going-concern, or the entity’s auditor/accountant reaches
such a conclusion and informs management of this conclusion.
In addition,
we believe that a separate SOP should address the types of disclosures that
might be made if management elects to follow the recommendation of
Paragraph 11 of SAS No. 59 and includes certain disclosures even if
substantial doubt is alleviated.
The issuance of such a SOP would close
the gap between SAS No. 59 and GAAP by making management responsible for
first making a decision whether substantial doubt exists, independent of
the decision to be made by the auditor/accountant.
In addition, such SOP
would provide illustrations of the disclosures that are currently
recommended by SAS No. 59, Paragraph 10, and disclosures that are
recommended by Paragraph 11.

Summary

In summary, we believe that the proposed disclosures regarding the nature
of operations and use of estimates in the preparation of financial
statements are useful additions to GAAP, and that such disclosures could be
supplemented by a discussion of all significant estimates and certain
concentrations, if objective criteria were established identifying what
concentrations are to be disclosed.

Mr. Fredrick Gill
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We also believe that financial flexibility
hould be deleted from the ED
s
and a project immediately undertaken to devlope a SOP which requires
certain disclosures if management conclusion
that there is substantial doubt
about the ability of the entity to continue
as a going-concern for one year
from the balance sheet date, and discuss
the types of disclosures that
may be made if such a decision is not relied, but characteristics of
Paragraph 06, of SAS No. 59 exist within the entity.
Should you have questions regarding our recommendations, please do not
hesitate to contact Stuart Harden at our office.

Yours very truly,

cc:

Members of AcSEC
Dick Clark
Dave Wilson

Fordham & fordhaM
A Professional Corporation

of

Certified Public Accountants

June 29, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft on Proposed Statement
"Disclosure
of
Certain
Significant
Uncertainties and Financial Flexibility"

of Position
Risks
and

Dear Mr. Gill:
Certain members of our firm have reviewed the above referenced
exposure draft concerning disclosure of significant risks and
uncertainties and financial flexibility. The proposed disclosures
may provide useful information to investors of publicly held
companies, which are already required to disclose some of the
information under SEC regulations.
However, our firm strongly
believes that these proposed disclosures are unnecessary for
privately held companies because potential users of the information
such as creditors and potential investors usually have access or
the ability to request additional information from the privately
held company which is not available in the case of an investor in
a publicly held company.
In addition, the costs of providing the information for these
proposed disclosures will be prohibitive to many privately held
companies since many of these companies do not have sufficient
accounting staff to develop the information that would be required
by the proposed disclosures.
They would be forced to rely more
heavily on their independent accountants and in many cases would
be unable and/or unwilling to pay the additional costs for
disclosures which they do not want and which we believe are
unnecessary.
Some of the proposed disclosures would require
disclosure of information which we consider to be proprietary and
disclosure of such information could be detrimental to the ability
of a company to compete.
We also believe that these proposed disclosures will increase
litigation against independent accountants. Litigation is already
a tremendous problem for independent accountants. The proposed
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disclosures could in many cases put the independent accountant in
a ‘’catch-22" position since' making certain of the proposed
disclosures may result in destroying the ability of companies to
obtain financing or additional capital, and failure to disclose
items, even though at the time the statements were issued the item
was not considered "reasonably possible," will subject accountants
to undue risk of litigation since those in a position to bring suit
will have the advantage of 20-20 hindsight.

Further comments follow
proposed disclosure.

under

the

headings

of

each

specific

Disclosure - Nature of Operations
Many financial statements currently do contain disclosures as
to nature of operations. This SOP would require expansion and
enhancement of such notes but, it probably would provide
useful information to readers and in most cases information
to include in the disclosure should be readily available.

Disclosure - Use of Estimates
in Preparation of Financial
Statements
The standard audit report already includes a statement that
an audit includes "assessing significant estimates made by
management."
The SOP appears to require additional, and
probably unnecessary, "boiler-plate" language to disclose the
fact that financial statements contain estimates.
If you
decide that this disclosure is still needed, we would suggest
that it be added to the verbiage of compilation and review
reports rather than placing it in notes to the financial
statements.

Disclosure - Certain Significant Estimates
The "reasonably possible" criteria used in Paragraph 12, which
is defined as "more than remote but less than likely," makes
decisions on what to disclose very subjective.
It is my
belief
that
readers
of
financial
statements will
not
understand the term "reasonably possible" and will thus
overreact to the disclosure believing that it is very likely
that estimates will change in the near term with an effect
that is material to the financial statements.

We already have a very serious problem with litigation against
public accountants.
Requiring disclosures such as this one
is likely to add to the problem.
Third parties with hind
sight available are likely to sue if an estimate did change
and the effect was material even though at the time the
statements were issued the estimate was not judged to meet the

Mr. Frederick Gill
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subjective criteria. On the other hand, when disclosures are
made that it is reasonably possible an estimate will change
and have a material effect on the financial statements, this
is likely to be detrimental to the entity reported on since
it is likely that readers will not understand the meaning of
reasonably possible.

Disclosure - Current Vulnerability Due to Concentrations
In addition, to the subjective criteria of "reasonably
possible" this disclosure also uses a criteria of "severe
impact" defined as between material and catastrophic.
This
puts an extremely heavy burden of judgement on the public
accountant since the criteria are extremely subjective and
decisions to include or not to include disclosure may result
in serious ramifications and lead to serious second guessing.
If the financial statements disclose concentrations, will this
adversely affect the entity reported on by causing possible
financing sources to disappear? If these disclosures are not
made, who will be liable if the entity reported on fails?

Disclosure - Financial Flexibility
Once again the subjective criteria of "reasonably possible"
is used to determine if this disclosure is necessary.
Disclosure will be required if it is reasonably possible that
the reporting entity will experience cash flow problems within
the next year.

We already have standards in place to address going concern
issues but, the SOP would require us to go a step further and
disclose early warnings of possible going concern problems.
Xt seems to me that the standards already in place with regard
to going concern issues are quite sufficient and are new
enough in implementation that we should give them a chance to
work.
If the present going concern standards are at a later
date found not to be sufficient, then this issue could, be
readdressed. However, now does not seem to be the appropriate
time.

This disclosure requirement would also put an undue burden
upon small entities who lack large accounting staffs and
sophisticated accounting systems capable of preparing cash
flow forecasts.
If this disclosure is required, public
accountants serving these entities will be called upon to
prepare cash flow forecasts and in many cases the entities
will be unable and/or unwilling to pay for such services.
There are a considerable number of practitioners and small
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entities that would be adversely affected by such requirements
and the benefits would 'not outweigh the cost.
If this
disclosure is required in some form, then it should only apply
to entities with sales or assets in excess of a threshold such
as $150,000,000.

This proposed disclosure would in certain cases require the
disclosure of proprietary information such as that contained
in business plans and could prove detrimental to the ability
of a company to compete.
Closing Comments
In summary, our firm is very concerned with the potential
economic impact the proposed disclosures could have on smaller
businesses
due
to the very
subjective
nature
of the
disclosures that would be required and due to the strong
likelihood that such disclosures will be misunderstood and
perceived as much more severe than they actually are.
We
also believe that costs of providing the proposed disclosures
will be prohibitive to many smaller businesses and will not
provide a sufficient benefit to users to justify the cost.
We are very concerned with the additional litigation risk the
proposed disclosures will place on public accountants since
litigation is already a very serious problem. We realize your
efforts stem from a desire to elevate public confidence in the
work of CPA's and to provide information useful to the users
of financial statements. However, we believe that you should
consider other means to accomplish these goals at least as
they relate to smaller and privately held businesses.

We appreciate the opportunity to present these comments on
this exposure draft on behalf of our firm.
We would be
pleased to discuss our comments with you or representatives
of the Accounting Standards Executive Committee at your
convenience.

Yours very truly,
FORDHAM & FORDHAM, P.C.

John A. Mannen
Certified Public Accountant
bjl
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July 2, 1993

Frederick Gill
Senior Technical Manager

AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Dear Mr. Gill:

I am a manager with a local recounting firm that has as its client base primarily small
to medium-size entities. After reading the exposure draft relating to a proposed AICPA
statement of position involving the disclosure of certain significant risks and uncertainties,
I totally concur with the four members who dissented from its issuance. With virtually every
new FASB and SOP issued, we are being required to disclose more and more information
about our clients and their businesses.
The reason for this is to provide sufficient
information in order to assist lenders, investors, bonding companies, etc. with their decisions.
I agree 100% with the role of the auditor in this process. However, this proposed SOP goes
too far! First, this would definitely place an unreasonable burden on the entities as well as

on the auditors. The auditor would be subjected to a substantial increase in risk from the
SOP, while at the same time by meeting this be faced with the prospect of a very unhappy
client. Secondly, the SOP is too general as it is currently proposed; it would have to include
some procedures to assist the auditor with developing reliable information to include in the

notes. Thirdly, as is usually the case, what inevitably happens is that the auditor is forced
to devote additional time to the preparation of the financial statements, with this time not

able to be billed to the client. The client is going to resist this issue from the beginning, as
the types of disclosures that will appear in the financial statements to be circulated are
certainly not going to provide much benefit to that client. The disclosures will only serve
to place an extra burden on the entity, so attempts to bill the additional time on our part
will very likely be unsuccessful. Finally, I feel that what this SOP will ultimately do is to
cause confusion among readers of the financial statements. A common complaint we hear
now from users of statements is that there are too many disclosures. They feel overwhelmed
when reviewing the notes. By adding to what already is required, we are only making this
situation worse.

Suite 100

6851 Oak Hall Lane

Columbia. Maryland 21045
410-720-5220 Baltimore

301-621-8204 Washington
Fax. 410-381-2524
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July 2, 1993
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I hope my comments assist in providing some insight from a practicing CPA that has
some real reservations about this proposed SOP. It would be a surprise to me if you get
much support on this from other practicing CPA's, especially those servicing entities similar

to ours.

Sincerely,

Michael P. Kirby, CPA

STATE OF TENNESSEE
COMPTROLLER OF THE TREASURY

DEPARTMENT OF AUDIT
DIVISION OF STATE AUDIT
SUITS 1500
JAMES K. POLK STATE OFFICE BUILDING
NASHVILLE, TENNESSEE 37243-0264
PHONE (615) 741-3697

July 6,1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
I appreciate the opportunity to comment on the proposed Statement of Position (SOP),
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility.
I oppose the inclusion of governmental entities in the scope of the SOP primarily
because I believe the proposed disclosures are inappropriate for governmental entities.

Government comprehensive annual financial reports (CAFRs) already contain most of
the proposed disclosures, although not necessarily in the notes to the financial
statements. The proposed disclosure in paragraph 10 is currently included for each
enterprise fund in the Enterprise Fund section of the combining statements. The
proposed disclosures regarding concentrations in paragraphs 20 through 25 are
currently included in the myriad of economic data presented in schedules and narrative
in the Statistical and Economic Data section of the CAFR. Examples of that data
include tax revenue by source (for ten years), a description of tax sources, numerous
debt ratios, and detailed demographic data. The Letter of Transmittal provides
information regarding the government's economic outlook from management's
perspective. Paragraphs 26 through 28 cover events which, if material, would be
disclosed through the requirements of SAS 59, The Auditor's Consideration of an
Entity's Ability to Continue as a Going Concern. Some of the events discussed in
paragraph 27 are routine to government and not a cause for alarm, such as issuing
short-term anticipation notes (tax, bond, or revenue) or issuing bonds for capital
purposes. Since elected bodies set policy for government, it would be extremely
difficult to predict what policy decisions might be made in various situations. For
example, budget problems could result in a decision to reduce spending or to increase
taxes; however, since the makeup of the elected body changes periodically, previous
policy decisions do not always provide evidence to predict future decisions.
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I sympathize with the Accounting Standards Executive Committee's (AcSECs) concern
for those entities not providing information that enables the financial report reader to
recognize potential financial problems. However, essentially every government issuing
a GAAP
AFR already provides these kinds of disclosures; those not issuing GAAP
CAFRs would probably not provide these disclosures anyway.
I also believe the proposed SOP exceeds current GAAP disclosure requirements in
standards promulgated by the Governmental Accounting Standards Board and
question whether the AICPA should take that role.

Finally, I question the auditability of the proposed disclosures because much of the
information is subjective. I am not comfortable auditing nonobjective information such
as that proposed in paragraphs 12, 22, and 26. I believe those proposed disclosures
place the auditor in a position to second guess the auditee and raise a number of
questions regarding the auditor's responsibility. For example, should the auditor seek
information to determine if management is reporting what it is reasonably expected to
know?
I understand the AcSEC is field testing the provisions of the proposed SOP with a
number of governments and commend it for its effort and initiative. Field testing is a
good proving ground. I look forward to hearing about the test results to learn if my
concerns are supported.

If you have any questions regarding my comments, please contact Dianne Mitchell of
my staff or me.

Arthur A. Hayes, Jr., CPA, Director
Division of State Audit

State Auditor of Missouri
Jefferson City, Missouri 65102
Margaret Kelly, CPA
STATE AUDITOR

(314) 751-4824

July 7, 1993

Mr. Frederick Gill

Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified
Public Accountants

1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
Enclosed are our comments on the proposed Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility.

We appreciate the opportunity to comment.
If you have any questions
regarding our comments, please contact Myrana Gibler, Audit Manager, of my
staff at (314) 751-4213.
Sincerely,

Margaret Kelly, CPA
State Auditor

MK:sb
Enclosures
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COMMENTS - PROPOSED STATEMENT OF POSITION,
DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND
UNCERTAINTIES AND FINANCIAL FLEXIBILITY

We have reviewed the proposed Statement of Position (SOP), Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility, issued by the
American Institute of Certified Public Accountants (AICPA). Based on our review,

we offer the following comments for the AICPA’s consideration. As a government
audit organization, our comments focus on the desirability or practicality of the
proposed disclosures for the government environment.

GENERAL COMMENTS
We do not support requiring the proposed disclosures for governmental

entities' financial statements for four major reasons:
1.

Subjectivity of the information - Paragraph 29 of the proposed SOP recognizes
that the application of the disclosure criteria requires “considerable

judgment.” We share the concerns expressed in the minority view, paragraph

32.b., that financial statement preparers and their independent

accountants/auditors:

2.

a.

"Will have difficulty determining whether all risks and uncertainties
subject to disclosure have been identified and properly disclosed.

b.

Will be subject to increased risk because their judgments regarding
disclosures could easily be challenged by external parties based on
hindsight.

Length and complexity of disclosures - While we recognize that the AICPA
has attempted to create requirements that will ensure only significant risks
and uncertainties are disclosed, the proposed disclosures are nevertheless
broad and we believe they will substantially increase the length and
complexity of the notes to the financial statements. The increases may be
particularly noticeable for governmental entities since footnote 17 to
paragraph 29 indicates that the disclosures should distinguish between the
primary government and its discretely presented component units, as
discussed in paragraphs 62-63 of Governmental Accounting Standards Board
(GASB) Statement No. 14, The Financial Reporting Entity.
The SOP continues the proliferation of note disclosures that we have noted in
recent years. However, the standard-setting bodies need to keep in mind that

the objectives of financial reporting will ultimately be defeated if users become

Page 2

so overwhelmed by the volume of note disclosures that they cease to read
them.

3.

Duplication of information - The disclosure requirements of the proposed SOP
will duplicate some of the information already available in governmental
entities’ comprehensive annual financial reports (CAFRs). For example,
information on principal taxpayers would be disclosed based on paragraphs 2021 if the criteria of those paragraphs are met. Also, information about legal
debt margins would be disclosed based on paragraph 26 if it related to the
entity’s near-term financial flexibility.
However, CAFRs typically include letters of transmittal that discuss such
areas as economic condition and outlook, major financial initiatives, accounting
systems and budgetary controls, tax or debt limitations, and cash or risk
management policies. Also, Section 2800.103 of the GASB Codification of
Governmental Accounting and Financial Reporting Standards requires the
statistical section of CAFRs to include such information as general
governmental expenditures by function and general revenues by source for the
last ten fiscal years, computation of the legal debt margin (if not presented in

the general purpose financial statements), and principal taxpayers.
4.

Costs and benefits of the information - We believe the proposed disclosures
will substantially increase the costs of preparing and auditing financial

statements. These cost increases relate to both the nature and amount of the
information to be presented. For example, since subjective information is
inherently risky, auditors will need to compensate for the increased risk by
altering the nature or extent of their auditing procedures.
The disclosure requirements may be particularly burdensome for small, local

governmental entities. Because these entities typically do not have
knowledgeable accounting personnel, they rely on their independent

accountants/auditors to prepare financial statements in accordance with
generally accepted accounting principles. Added note disclosures, therefore,
will increase audit costs at a time when many smaller governmental entities
are facing serious financial difficulties. Since the users of these entities’

financial statements are often unsophisticated in accounting and financial
matters, we believe the increased costs will exceed the benefits to be derived
from the additional information.
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SPECIFIC COMMENTS
In addition to the general concerns expressed above, we have comments
regarding several specific provisions of the proposed SOP.
RELATIONSHIP TO OTHER PRONOUNCEMENTS
CONCLUSIONS
paragraphs 5 and 8 - Paragraph 5 notes that the SOPs disclosure requirements are
similar to or overlap the disclosure requirements in certain pronouncements of the
Financial Accounting Standards Board and the GASB. Paragraph 8 lists the five

categories of required disclosures and then states:
These five disclosures are not mutually exclusive. The information
required by some may overlap. Accordingly, they may be combined in

various ways, grouped together, or made in diverse parts of the notes
to the financial statements, including as part of the disclosures made
pursuant to the requirements of other pronouncements.
To meet the disclosure requirements of the proposed SOP, therefore, preparers will
have to compare its broad requirements with the more specific requirements of
related pronouncements and decide what, if any, additional disclosures are needed.
We believe this process will be time-consuming and a contributing factor to the

increased costs discussed in our general comments. Also, while the nature of the
information to be presented may preclude standardized note disclosures, the
numerous alternatives permitted in paragraph 8 will make evaluating the
completeness and propriety of the disclosures more difficult for both preparers and
their independent accountants/auditors.

Nature of Operations

paragraph 10 - We do not believe this category of disclosure to be necessary for
governmental entities. For general governmental entities such as states, counties,
or municipalities, the operating statement provides sufficient information regarding
the entity's principal services (i.e., through expenditure classifications) and the

revenue sources for those services. Also, the segment information required by
GASB Codification Section 2500 provides additional detailed information regarding
enterprise fund activities.

Use of Estimates in the Preparation of Financial Statements
paragraph 11 - We also question the necessity of this category of disclosure.

If a

governmental entity has audited financial statements, the auditor's report already
recognizes the use of estimates in the scope paragraph: “An audit also includes
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assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation”
(AICPA Professional Standards, Section 508.08). Furthermore, the notes often
provide information regarding significant estimates used in the financial statements.

CONCLUSIONS

paragraph 8 - The last sentence includes the phrases “combined in various ways” and
“grouped together.” Either one of these phrases should be deleted or any intended
difference in meaning should be clarified.
Current Vulnerability Due to Concentrations

paragraph 23 - Since paragraph 20 clearly indicates that disclosure of concentrations
meeting certain criteria is required, repeating this requirement in the first sentence
of paragraph 23 does not appear to be necessary. We suggest the first sentence be
changed to state, “The disclosure should include the notions discussed in paragraphs
20 to 22.”

paragraph 25 ~ We suggest this paragraph be deleted. The paragraph does not
appear to be necessary since paragraph 24 indicates that the areas listed are
examples. Also, a similar paragraph does not follow the lists of examples in
paragraph 15 (estimates particularly sensitive to change) and paragraph 27 (expected
courses of action that bear on financial flexibility).
Financial Flexibility

paragraph 27 - We suggest footnote 15 either clarify the phrase “structural inability”
or refer to the related discussion in appendix B (paragraph B.49).
paragraph 28 - The first sentence could be deleted since it merely repeats the
disclosure requirement from the first sentence of paragraph 26.

APPENDIX A - ILLUSTRATIVE DISCLOSURES
paragraphs A.2 and A.5 - We suggest the last sentence of these two paragraphs be

deleted. The sentences do not appear to be necessary since paragraph A.1 indicates
that appendix A illustrates the kinds of disclosures required by the SOP. Also, the
sentence is not included at the end of the scenarios for the other illustrative
disclosures in the appendix.
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EDITORIAL COMMENTS

We suggest the following items be reviewed throughout the document for
consistency of presentation:

1.

References to authoritative documents.

2.

Use of complete titles and abbreviations in place of those titles.

We have enclosed a marked draft indicating inconsistencies that we noted as well as

several other suggested editorial changes.

R. B. LeDoux
Certified Public Accountant
831 Royal Gorge Blvd., Suite 215
Box 1209
Canon City, CO 81215*1209
719-275-1649
Fax: 719-275-1640

FACSIMILE TRANSMITTAL

R. B. LeDoux
Certified Public Accountant
831 Royal Gorge Bird., Suite 215
P.O. Box1209
Cafton City, CO 81215-1209
719-275-1649
FAX 719-275-1640

July 13,1993
Mr. Frederick Gill,
Senior Technical Manager
Accounting Standards Division
File 4290 AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Re: Proposed Statement of Position
Disclosure of Certain Risks and Uncertainties and Financial Flexibility
Dear Mr. Gill:
I regret that I have neither the resource nor the inclination to provide you with a rigorous critique
of this exposure draft. I am however compelled to provide you with some conceptual
observations.

To put my comments in perspective, you should know that I am a sole proprietor in a small town
in Colorado. This is basically a tax and business consulting practice. I do no audit work and very
little review or compilation work. However, having recently taught an intermediate accounting
class at the community college level, I had occasion to re-focus on the conceptual underpinnings
of our profession. I believe that this proposed statement of procedure is a radical and dangerous
departure from the present conceptual basis of our profession and should not be adopted by the
Accounting Standards Division.
In my opinion, this document self destructs in paragraphs B.8, B.64 and B.65 which I believe
neatly and accurately summarize the reasons it should not be adopted.

This exposure draft if implemented will clearly place accountants in the role of financial analysts.
I believe the public perceives us as providers of objective information in the form of financial
statements. This exposure draft will require us to enter the realm of the highly subjective.
Historically, the public has always looked to other sources for the subjective type of information
contemplated in this exposure draft.
We have also historically been held to fairly strict standards of liability by the courts and I think
that factor weighs heavily against adoption of this statement of position.

If, on the other hand, we do proceed down the path charted by this Statement of Position,
it seems to me that there is no longer any justification for reliance on historical cost in
financial statements. Following the logic of this SOP, we can and should report all financial
information at current market value based on. estimates provided by management and
append the appropriate disclosure to the financial statements.
To conclude with a tax law analogy, I believe that financial analysis is a trade or business
distinctly different from that of accountancy and should remain so.

Thank you for your consideration.

Sincerely,

R. B. LeDoux
Certified Public Accountant
RL:js
cc: Ms. Mary Medley, Executive Director
Colorado Society of CPA's

GRAY DAVIS

Controller of the

State of California

P.O. BOX 942850

SACRAMENTO, CA 94250-0001

June 28, 1993

Frederick Gill, Senior Technical Manager

Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
The California State Controller’s Office would like to thank you for the opportunity to
comment on the Exposure Draft regarding the Proposed Statement of Position
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility."
While this type of information can be useful to all types of entities, we don’t believe that
this proposed statement of position should apply to governmental entities. The
Governmental Accounting Standards Board (GASB) should review the proposals and
declarations by the AICPA and decide which ones should be adopted by governmental
entities. Also we do not think the additional effort and cost of reporting this information
should be required for privately held or not-for-profit firms. This information should be

recommended for these types of firms, but not required.
Financial reporting should not be limited to reporting the results of past transactions.

This document proposes to require information be included in financial statements that
could place entities at risk to material changes to their financial condition. In general,
we support this additional disclosure. This information should be kept specific enough to
provide information on the risks, but not so detailed as to make the entity more
vulnerable than they already are. Following are comments on the five kinds of
recommended disclosure requirements:
Nature of Operations

This disclosure is requiring the notes to the financial statements to include a description
of the major products or services of the reporting entity and its principal markets. It also
requires that the relative importance of its operations in each industry be reported,

without necessarily being quantified. The principal businesses of a conglomerate or a
company which has diversified its operations, may not be readily identifiable, without this
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type of disclosure. As a result, we agree this is a worthwhile change to the reporting
requirements.
Use of Estimates in the Preparation of Financial Statements

This disclosure is requiring that all financial statements include an explanation that the
financial statements require the use of management’s estimates. Almost all financial

reporting requires the use of some estimates. As a result, we believe that it is not
necessary to have a standardized statement, if the estimates are not material or are not
subject to change. A standardized statement would just add words without adding any

useful information.
Certain Significant Estimates

This disclosure requires the financial statements to include the potential short term

effects of the risks and uncertainties associated with estimates if 1) it is reasonably
possible that the estimate will change in the near term, and 2) the effect of the change
would be material to the financial statements. We support the inclusion of this
addidtional information in the financial statements. However, we are concerned that
some of this information may be considered proprietary or confidential. The illustrations
related to the requirement provide good examples of how the information should be
presented. They are not too detailed while still revealing the risk related to the
estimates.
Current Vulnerability Due to Concentrations

This disclosure requires that information on any concentration be included in the
statements when it is reasonably possible that a near-term severe impact related to the
concentrations could occur. We believe that this additional disclosure of vulnerability

due to concentrations is worthwhile to the users of the financial statements. We are
concerned that some of this information may be considered proprietary or confidential.
An example of information that is too detailed and may make the entity even more
vulnerable is shown in Illustrative Disclosure A. This illustration states the company
buys all of its integrated circuits from one supplier. Rather than specifying integrated
circuits, the disclosure could state an important component of its electronic equipment is
purchased from one supplier. Other illustrations of this disclosure are also too detailed.
We recommend that the illustrations be made less specific but still show the type of risk

involved due to concentrations.

Financial Flexibility

This disclosure requires the financial statements to include a discussion of management’s
expected course of action when it is at least reasonably possible that the entity will not
have the ability over the near term to pay its expected cash outflows without taking
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certain actions. We believe that this discussion of financial flexibility is very worthwhile
for the users of financial statements. The State of California already includes this type of
information in its financial statements. Again care needs to be taken so as to not require
too much detail. The amount of information in the illustrations looks to be at the right
level in order to show the problem and the expected actions.
We agree that the type of information being recommended in this exposure draft is
worthwhile for financial reporting. However, we do not believe that it should be required
by governmental entities, until it has been reviewed and adopted by GASB. Thank you
again for the opportunity to comment of this proposed statement of position.

Sincerely,

F. Arnold Schuler
Deputy Controller

cc: Pat O’Conner, NASC

STATE OF ARIZONA
DOUGLAS R. NORTON, CPA

AUDITOR General

OFFICE OF THE

DEBRA K. DAVENPORT, CPA
DEPUTY AUDITOR GENERAL

AUDITOR GENERAL
July 9, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

Exposure Draft - Proposed Statement of Position - Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill:

We have reviewed subject exposure draft and do support the concept of
adequate disclosure.
In the governmental sector, many general purpose
financial statements and comprehensive annual
reports already
include
disclosures in varying degrees in several of the areas addressed by this
exposure draft.
The additional disclosures that would be required in the
first two categories set forth in paragraph 8 (i.e., nature of operations
and use of estimates in the preparation of financial statements) would
probably not require a significant amount of management time to draft or
auditor time to audit.
However, auditing and rendering an opinion on the
information that would be required in the
last three categories of
additional disclosures is of great concern to us.
These requirements
could sharply boost audit costs and force greater disclosure of subjective
information about business risks that could be challenged in litigation
based on hindsight and because of the subjectivity of the information.
Therefore, taken as a whole, we are opposed to the issuance of subject
proposed statement of position.
Our specific concerns supporting our
overall conclusion are as follows:

•

Paragraph 7 - A definition of the term "financial flexibility" has
already been established by FASB Concepts Statement No. 5.
Attaching a
new definition to the term would cause confusion and a loss of clarity.

•

Paragraph 16 - Compliance with the provision of paragraph 16 may
necessitate that management make multiple estimates.
In our opinion,
the cost of doing so would outweigh the benefits of the proposed
disclosure in most instances.
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•

Paragraph 27 - The examples of expected courses of action listed in
paragraph 27 often are not signs of trouble, but actions taken by
prudent managers.
Furthermore, it is highly unlikely that management
would be willing to divulge in published financial reports information
related to vulnerability due to concentrations and lack of financial
flexibility.

We believe that if such disclosures were made, they could indirectly
impair the entity's operational abilities.
Such disclosures could
cause vendors to stop supplying goods and services and lenders to
suspend credit based solely on a "reasonably possible" increase in the
risk of doing business with that entity.
•

Paragraph 28 - Since the extent of
the disclosures
required by
paragraph 26 should depend on the severity of the situation, auditor
assessment of these disclosures, by their very nature, would be highly
subjective and judgmental. Disclosures requiring such a high degree of
auditor subjectivity and judgment should not be mandated.

•

General - The nonquantitative nature of the information required to be
disclosed
by
this
proposed
statement
of
position
would
create
overwhelming problems for auditors attempting to measure the effect on
the auditor's report of the omission of such
information by the
auditee.
Therefore, we believe that the language in paragraph 30 would
not shield auditors from liability under the scrutiny of litigation.

In conclusion, although we find the illustrative disclosures helpful as
they pertain to existing authoritative pronouncements, we agree with the
minority view regarding the
issuance of this proposed statement of
position.
It is our belief that the requirements of Statement on Auditing
Standards No. 59, "The Auditor's Consideration of an Entity's Ability to
Continue
as
a
Going
Concern"
and
other
related
authoritative
pronouncements
are
sufficient
to
adequately
disclose
risks
and
uncertainties.
If you have any questions concerning this response, please contact David
I. Williams or Mina Van Dyne of the Professional Practice Group of my
Office at (602) 255-4385.

Douglas R. Norton
auditor General

DRN/gf

cc:

Cindy Upton, NSAA

Stanford University
OFFICE OF THE CONTROLLER

July 8,1993
Frederick Gill,
Senior Technical Manager

Accounting Standards Division
File 4290 AICPA
1211 Avenue of the Americas

New York, NY 10036-8775
Dear Mr. Gill:

I would like to respond to your recent Exposure Draft, Proposed Statement of

Position, Disclosure of Certain Significant Risks and Uncertainties and

Financial Flexibility.
I have a general concern about the role of the AICPA. I did not think that the
AICPA had a role in setting accounting and reporting standards. I understood

the AICPA's role to be one of advising audit practitioners and clarifying
certain ambiguous accounting standards. The conclusions of the ED are

clearly in the realm of setting reporting responsibilities which, I believe, are
the purview of FASB and GASB. As a matter of fact, the ED states that the
requirements are supplemental to existing standards rather than addressing

standards that are causing confusion and need clarification.
I do not believe that the AICPA should have any standard setting authority.

The proliferation of standards, commonly referred to as standards overload,
results in added complexity for both users and preparers of financial
statements. To the extent that we can limit the number of bodies authorized
to set standards, we can reduce the potential for conflicting standards and
simplify the search/understanding of accounting literature. Therefore, I
believe that this proposed ED is outside of AICPA's authority (or should be)
and should not be issued.

Never the less, if this statement were to be issued, I would have difficulty
determining its applicability to a place like Stanford University. The scope
specifically exempts disclosures associated with changes in government
regulations or Acts of God. Since the government is a significant source of

revenue or cost reimbursement for Stanford, anticipated changes in their
regulations may well have a significant impact on our operations. On the
one hand, I can't see the value of any lengthy discussions in the financial

857 Serra Street
Stanford, CA 94305-6200
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statements, yet exempting the effects of government regulations on our
operations does not make sense either.
Practically all of our operations are conducted on our Palo Alto site leaving us

vulnerable to a multitude of negative factors. Certainly the most significant

impact would be felt when a very large earthquake hits - which scientists
expect to occur in our region. The last "Big One” was in 1906. No one can

predict where the epicenter will be or the extent of damage at or near the
epicenter. Again, I don't see the value of any lengthy discussions in the
financial statements, yet exempting the effect of Acts of God on our
operations does not make sense.

Thanks for the opportunity to respond to this ED.

Sincerely,

Joanne M. Coville

Controller

cc

Robin Jenkins, NACUBO
Peter Van Etten, CFO, Stanford

State of Michigan

Office

of the Auditor General
201 N. Washington Square
Lansing, Michigan 48913
(517) 334-8050

Fax

(517) 334-8079

Thomas

H.

McTavish,

C.P.A.

Auditor General

July 7, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
We have reviewed the Exposure Draft of the proposed Statement of Position (SOP),
entitled Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility, dated March 31, 1993. From a governmental accounting and auditing
perspective, we fully concur with the minority view of members of the Accounting
Standards Executive Committee (AcSEC) that the proposed SOP should not be
issued as a final document.
In addition to those specific concerns stated in the minority view on Pages 18 and
19, we believe that the document would establish generally accepted accounting
principles regarding certain disclosures for all reporting entities (including business
enterprises and state and local governmental units) which, in our opinion, are clearly
within the jurisdiction of the Financial Accounting Standards Board (FASB) and the
Governmental Accounting Standards Board (GASB), respectively.
Paragraph 1
indicates that the guidance in the proposed SOP was largely based on a 1987 AICPA
report, entitled Report of the Task Force on Risks and Uncertainties, which "...was
intended to help standards setting bodies and others identify practical methods of
improving the information communicated to users of financial statements to help
them assess those risks and uncertainties."
However, the document does not
indicate that the Institute formally communicated the results of the 1987 report to
either FASB or GASB for their due-process deliberations. Rather, AcSEC admits in
Paragraphs 5 and 6 that the "...disclosure requirements of this SOP in many
circumstances are similar to or overlap the disclosure requirements in certain..."
FASB and GASB pronouncements, and that these requirements in many cases "...will
be met or partly met by compliance with such other pronouncements." Similar or
overlapping generally accepted accounting principles, from two different hierarchy
categories, will confuse both preparers and attestors.

Specifically regarding financial reporting for state and local governmental units, we
believe that many of the financial statements disclosures in the proposed SOP (such
as the nature of operations and the current vulnerability due to concentrations)

Mr. Frederick Gill
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would merely duplicate information already routinely provided in the governmental
units’ comprehensive annual financial reports (CAFRs). AcSEC acknowledges this
duplication.
Paragraph B.63, in the Background Information and Basis for
Conclusions, states that governmental CAFRs "...typically include letters of
transmittal that provide information on economic condition and outlook (including
major industries within the area), effects of revenue and debt limitations, budgetary
controls, and risk control policies. The disclosure requirements of this SOP duplicate
some of the data required in governmental statistical tables and provided in CAFR
transmittal letters."

We do not believe that it is in the best interest of either the accounting and
auditing profession or the general public for AcSEC to establish generally accepted
accounting principles totally outside the due process proceedings of the standards
setting bodies created specifically for that purpose, or to accentuate the auditors’
perception of standards overload by issuing guidance that admittedly overlaps and
duplicates existing requirements for disclosures. Therefore, we strongly recommend
that AcSEC not issue the proposed SOP as a final document. Instead, we suggest
that AcSEC formally communicate its research and findings on risks and
uncertainties to FASB and GASB, with a request that both boards address the need
for these additional disclosures.
Finally, in its transmittal letter, AcSEC states that it "...will consider the scope of
the SOP further after the exposure period."
The committee might "...decide to
exclude some entities from the scope of the SOP, or from certain of the SOP’S
disclosure requirements..." in part because "...the entity does not meet a minimum
size test, based, for example, on total assets or annual revenue." Because GASB has
not yet developed a conceptual basis for establishing "Big GAAP/Little GAAP" in
governmental accounting and financial reporting, we believe it would be
inappropriate for AcSEC, at this time, to apply a minimum-size test as a criterion
for including or excluding certain state and local governmental units from the
disclosure requirements. However, if AcSEC does significantly alter the scope of the
proposed SOP after the deadline for comments, we believe the document should be
re-exposed for additional comments.
We appreciate this opportunity to comment on the Exposure Draft. Should you have
any questions, or desire further details on our comments, please contact me or
Jon A. Wise, C.P.A., Director of Professional Practice.

Sincerely,

Thomas H. McTavish, C.P.A.
Auditor General

DIOCESE OF SAN JOSE
OFFICE OF VICAR GENERAL

July 12, 1993

Mr. Frederick Gill
Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill,

The Diocese of San Jose has audits done on six of its civil non-profit tax exempt
corporations annually. The newly proposed Statement of Position, Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility, is, in our judgement,
unjustified.

At greatly increased cost we will be required to make estimates, the validity of which
will always be subject to question. I know of no way, and I doubt that anyone else
does, of quantifying the future behavior of free-will donors.

I urge the division to rethink this matter more carefully and, as a minimum, exclude the
financial statements of non-profit organizations, especially those that are church related,
from the application of this Statement of Position.
Sincerely yours,

Rev. Michael/. Mitchell
Vicar General
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JARRARD, SEIBERT, POLLARD & COMPANY
CERTIFIED PUBLIC ACCOUNTANTS
4380 S. W. MACADAM AVENUE • SUITE 370
PORTLAND. OREGON 97201-6406
FAX (503) 227-0666

Telephone (503) 227-0641

May 26,

1993

Comments on exposure draft proposed Statement of Position
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility
Our firm, which is a medium-sized, local
view presented:

firm substantially agree with the minority

A. Increased Responsibility:

The traditional role of the C.P.A. has been to report on historical financial
statements.
Only in the areas of going concern, commitments and contingencies did
we disclose future events, and these were generally based on conditions that
existed at the balance sheet date.
It appears to us that this proposed SOP takes
a step toward combining standards developed for historical statements with
standards already established for prospective financial information. We feel that
the current criteria of substantial doubt and reasonable basis under auditing and
reporting standards currently existing is adequate.
To reduce this criteria to
reasonably possible would add an additional burden without, in our opinion, added
benefit.
There already is a high risk involved in the preparation of historical
financial statements and to add to this the higher risk of providing prospective
data considering the benefit gained makes no sense.

B. Subjectivity of Information:
We agree that the requirements of the proposed SOP do not provide an objective
basis for the development of reliable information.
We currently have standards on
auditing estimates.
We feel these standards are adequate and have provided the
users of financial statements with sufficient information to make decisions
regarding the statements.
To require management and the C.P.A. to determine all
risks and uncertainties that might be reasonably possible and that the disclosure
regarding the information is complete would add considerable cost without
improving the quality of the information.
It would require judgments that could
easily be challenged based on hindsight.

C. Cost and Benefit of Information:
We agree that the requirements of the proposed SOP would place a disproportionate
economic burden on non-public entities and C.P.A.
s.
*
The information is the type
that users of financial statements of non-public entities have available or can
request.

May 26,
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Substantially, all of the recent accounting and auditing pronouncements have
attempted to reduce the "expectation gap."
We feel that in most instances this SOP
exceeds what normally would be expected from the users of historical financial
statements by adding subjective information normally only available in prospective
financial statements.
To shift the burden and resulting cost to the preparer and
C.P.A. for determining all reasonably possible events in the near future will
eventually result in investors, bankers and other users of the financial statements
assuming no risk for future events of the company.
If this is the desire of the
profession, we feel that additional basis for the development of reliable information
must be part of any pronouncement that provides the user with hindsight to challenge
our judgment. The subjective judgments called for in this SOP are easily challenged.

JARRARD, SEIBERT, POLLARD & COMPANY

STATE OF COLORADO HIGHER EDUCATION ACCOUNTING STANDARDS COMMITTER
Chair

Vice Chair

Jud Hurd

Janeen Kammerer

Gary Williams

Director of Accounting

Vice President for Financial Services

Controller
Auraria Higher Education Center

Secretary

University of Colorado at Boulder

Mesa State College

Campus Box 48

P.O. Box 2647

P.O. Box 4615, Campus Box B

Boulder, CO 80309-0048

Grand Junction, CO 81502

Denver, CO 80204

Phone: (303) 492-5551

Phone: (303) 248-1921

Phone: (303) 556-3276

Fax:

Fax:

Fax:

(303)492-5553

(303)248-1903

(303)556-4596

July 9, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York, 10036-8775

Dear Mr. Gill:

The State of Colorado Higher Education Accounting Standards Committee represents all the public
colleges and universities in the State of Colorado. This committee is charged with interpreting generally
accepted accounting principles and creating accounting standards which are used by all Colorado colleges
and universities for financial statement preparation. Our FASB/GASB Subcommittee is responsible for
reviewing and preparing, on behalf of the whole committee, responses to FASB and GASB exposure
drafts, discussion memoranda, invitations to comment, and preliminary views.
We would like to comment on the AICPA’s proposed statement of position - Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility. Our comments are contained in the
attached letter prepared by our FASB/GASB Subcommittee. Thank you for the opportunity to comment
on the proposed Statement of Position. We hope that our comments will be helpful.

Sincerely

Jud Hurd
Chair

cc:

Vice President Janeen Kammerer
Secretary Gary Williams
FASB/GASB Subcommittee Chair Dick Schubert

DICK SCHUBERT
CHAIR, FASB/GASB SUBCOMMITTEE
STATE OF COLORADO COMMITTEE ON
HIGHER EDUCATION ACCOUNTING STANDARDS

Aims Community College
5401 West 20th Street, P O Box 69
Greeley, Colorado, 80632
(303) 330-8008, extension 228
June 29, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York, 10036-8775

Dear Mr Gill:
The State of Colorado Higher Education Accounting Standards Commit
tee -- which represents all of the public colleges and universities
in the state of Colorado — wishes to comment on your proposed
statement of position, Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility.
The State of Colorado
Higher Education Accounting Standards Committee interprets and
creates accounting standards which are used by all state colleges
and universities in Colorado for financial statement preparation.
The Committee's interest in this matter is from the perspective of
public institutions of higher education. The public colleges and
universities in Colorado follow the specialized industry accounting
and reporting principles of the AICPA College Guide model as
defined in GASB Statement 15 but are also required to provide
financial information to the State of Colorado for inclusion in the
State's financial accounting and reporting.
The proposed SOP would require that financial statements Include
disclosures about:

the nature of the entity's operations,

the use of estimates in financial statement preparation,
certain significant estimates,
vulnerability due to concentrations, and

financial flexibility.

We agree that disclosures about the nature of the entity's
operations ad the use of estimates in financial statement prepara
tion are commonplace.
We see no reason why they should not be
required.
CERTAIN SIGNIFICANT ESTIMATES
"Notes to financial statements should discuss the potential nearterm effects on the financial statements of the risks and uncer
tainties associated with estimates used in the determination of the
carrying amounts of assets or liabilities or disclosure of gain or
loss contingencies when both of the following criteria are met:

•

It is at least reasonably possible that the estimate will
change in the near term.

•

The effect of the change would be material to the finan
cial statements."

Illustrative disclosures A (fA.19), C (fA.28), D (fA.32) and G
(fA.45) use the term "reasonably possible". "Reasonably possible"
is a technical term meaning "possible but not likely". Its use is
permissible in a technical publication but not in publications,
such as financial statements, that are intended for a wider
audience.
Many users of the financial statements will not
recognize "reasonably possible" as a technical term with a specific
meaning; to these users, the term "reasonably possible" may suggest
a higher degree of risk and uncertainty than is intended. The use
of "reasonably possible" in the required disclosures should be
prohibited or, at least, discouraged.
"Possible, though not
likely" better describes the degree of risk and uncertainty.

Some of the illustrative disclosures seem to present an unduly
pessimistic reporting of an event that is "possible but not
likely". In some cases, the use of the term "reasonably possible"
in the disclosure contributes to the pessimistic tone.
For
example,

fA.19, "No estimate can be made of a range of amounts of loss
that are reasonably possible."
fA.24, "The amounts the company will ultimately realize could
differ materially..."
fA.32, "It is reasonably possible that...the estimated lives
of the software costs will be reduced significantly..."
The above all describe events that are considered to be unlikely.
An unduly pessimistic presentation is as misleading to the users of
the financial statements as an unduly optimistic one.
Both
extremes should be avoided in favor of a balanced presentation.
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VULNERABILITY DUE TO CONCENTRATIONS
’’Any concentration existing at the date of the financial statements
that makes the enterprise vulnerable to the risk of a near-term
severe impact should be disclosed when it is at least reasonably
possible that the events that could cause the near-term severe
impact will occur."
To what extent are note disclosures required when the information
being disclosed is explicit in the body of the financial state
ments? Consider, for example, a state university.
The funding
such an institution receives from the state is a concentration that
should be disclosed. Accordingly, GAAP requires disclosure in the
revenue section of the institution's financial statements.
Is
there also a note disclosure required in these circumstances?
Many colleges and universities have related fund raising founda
tions. Is such a foundation a "contributor" whose loss is always
"reasonably possible" or does the reporting institution evaluate
the contributors to the foundation to see if they represent
possible concentrations?

We would like to see illustrative disclosures dealing with these
questions.
It would also be helpful to have an illustrative
disclosure showing the recommended disclosure of federal and state
student financial aid grants and loans.
These programs are
important to the well-being of most educational institutions and
often are essential to an institution's continued life.
FINANCIAL FLEXIBILITY

"Notes to the financial statements should include a discussion of
management's expected course of action when it is determined that
it is at least reasonably possible that the entity will not have
the ability over the near term to pay its expected cash outflows
without taking certain actions."

We do not see a need for the disclosure suggested in illustrative
disclosure J (fA.137).
Short term financing has been a normal
business practice. There is nothing to indicate that this practice
will have any effect on the city's fiscal position. What is the
value of this information to the user of the financial statements?
There is a danger that making a disclosure will suggest to the user
of the financial statements that there is a problem when, in fact,
there is not.
We have much the same concern about
(f A.126).
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illustrative disclosure H

Since 1878

GeigerBros.
PROMOTIONAL PRODUCTS • PROGRAMS

July 13, 1993

Mr. Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accounts
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, New York 10036-8775

Subject:

Statement of Position

Dear Mr. Gill:

Geiger Bros. is a family firm which has been in business for 115
years. We strongly oppose the adoption of a Statement of
Position.
The requirement to disclose all risks and uncertainties of which
management is reasonably expected to have knowledge is too broad
and subjective. We believe it will inevitably cause confusion and
invite subsequent challenges based on hindsight. We also oppose
adoption of SOP based on cost. If there is one thing industry
does not need, it is additional government/bureaucratic interfer
ence which requires additional management time and money.
We ask that SOP not be adopted.

Sincerely,

R. B. Reynolds, V. P.
Administrative Services

RBR:bf
cc - BDMP

-7/22
Read
Geiger Bros., Mt. Hope Avenue, Box 1609, Lewiston, Maine 04241 • Tel. (207) 783-2001 • Fax (207) 783-6418

NORTH COUNTRY ASSOCIATES
P.O. Box 1408, 179 Lisbon St., Lewiston, ME 0424 3-1408

Tel. (207) 786-3554

FAX (207) 786-8507

July 14, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Dear Mr. Gill:

Thank you for the opportunity to respond to AcSec's exposure draft on
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility". We
are a medium sized company which operates several nursing homes in Maine.
Should the Statement of Position be issued in final form, as is, we believe that
the increased costs of complying would be prohibitive. The users of our financial
statements are currently mortgage holders and state Medicaid personnel. We perceive
absolutely no value added to our current financial statements and cannot justify the
increased costs.

The exposure draft requests comments on the possible exclusion of entities from
the document. We do not believe that it has any value for any entity, however, should a
distinction be made, we would suggest that public companies, who are subject to
"Management Discussion and Analysis" requirements, be the only companies to which
the statement would apply.
The exposure draft would require us to disclose all risks and uncertainties of
which management is reasonably expected to have knowledge. Companies and
shareholders are rewarded for taking risks through the making of profits. If there were
no risk, there would be no profit. To infer that we should disclose all risks that we are
aware of is just not a reasonable request.
We suggest that the SOP goes well beyond the historical financial statement
disclosures. As such we believe that an independent rule making authority, such as the
Financial Accounting Standards Board, is the more appropriate body for making such
sweeping changes.

Sincerely,

John F. Lunt
Chief Financial Officer
/jmb

Health Care Management

and Development Group

#78

SUBJECTIVITY
We are concerned about the subjectivity issue raised in the
minority view. Today’s investors frequently sue management and/or
auditors if an investment goes bad. With the benefit of hindsight,
it would be so very easy to argue that an occurrence which was
judged to be "remote” when the statements were prepared should have
been disclosed as "reasonably possible". It also would be easy to
argue that an occurrence disclosed as "reasonably possible" should
have been considered to be likely. There are no objective criteria
that management and auditors can point to as substantiating their
judgment.
The boundaries between "remote", "reasonably possible"
and "likely" are only a matter of opinion.
SCOPE

The Committee sees no reason to exclude anyone from the require
ments of the proposed Statement of Position.
In particular,
smaller companies may be the ones that need disclosure the most.
Thank you for the opportunity to comment on the proposed Statement
of Position. We hope that our comments will be helpful.

best wishes,

Dick Schubert
cc: Governmental Accounting Standards Board
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GINN-MARVIN
REAL ESTATE

July 13, 1993

REALTOR
P.O. Box 940
Portland, Maine 04104
Tel. (207) 761-2131
FAX (207) 761-9208

Mr. Fredrick Gill
Senior Technical Manager
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
Accounting Standard Division, File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8755
Dear Mr. Gill:

I am writing to strongly object to the proposed SOP, "Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility." As the controller of a small privately held business,
I can not see any benefit, but can see a tremendous number of
negatives.
A brief list of my objections include that the proposal is overly
subjective. It will increase the responsibilities of the financial
statement issuers, and be burdensome to companies, especially those
privately owned. This will obviously result in increased costs for
everyone and also increase litigation exposure.
It is difficult enough in today's economic climate to operate a
profitable business. Users of financial statements already have the
means to obtain much of the information in the proposed SOP. We
should put some burden of responsibility on the investors and
lenders, and stop trying to regulate companies out of business. We
certainly do not need to add more fuel to the fire in our already
overzealous litigious society. I certainly hope the AICPA will
reconsider and not implement this SOP.

Sincerely,

Ellen E. Fontaine
Controller
/dhh

All Information furnished regarding property for sale or lease is from sources deemed reliable, but no warranty or representation is made as to the accuracy thereof and tame is submitted
subject to errors, omissions, change of price, rental or o
ther conditions, prior sale or lease, or withdrawal without notice.

State of Ohio * Office of Budget and Management
30 East Broad Street • Columbus, Ohio 43266-0411
July 9,

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of
Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

RE:

Exposure Draft—Proposed Statement of Position, Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill:

Please accept the Ohio Office of Budget and Management's (OBM) comments on the
proposed Statement of Position (SOP), Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility. OBM is responsible for preparing
and publishing the State of Ohio's Comprehensive Annual Financial Report.
Therefore, our comments are made from a governmental entity's perspective only.
He support the concept of requiring the general disclosures on the reporting
entity's nature of operations and the use of estimates in the preparation of
financial statements.
However, the SOP's proposed disclosure requirements
concerning certain significant estimates, current vulnerability due to
concentrations, and financial flexibility should not be adopted. With respect
to these disclosures, we agree with the minority view of the four AcSEC
members that dissented from the SOP's issuance.
Because the application of the three disclosure criteria requires
"considerable judgment," as stated in Paragraph 29 of the exposure draft, we
believe one of the six characteristics of financial reporting espoused under
GASB Concepts Statement 1 — reliability — would be more difficult to
achieve.
According to GASB Concepts Statement 1, information presented in the
financial statements should be verifiable and free from bias to be reliable.

We perceive the AcSEC's proposal as a step toward changing the preparer's role
from objectively reporting on financial position and results of operations to
subjectively forecasting the probability of 1) changes of estimates and their
effect on the financial statements, 2) occurrences that could cause near-term
severe impacts when concentrations exist as of the balance sheet date, and 3)
near-term cash flow problems.
The SOP's provisions would also place the independent auditor in the
precarious role of attesting to the soundness of the preparer's judgment on
the likelihood of certain conditions and/or events, since the required
disclosures would be considered an integral part of the financial statements.

Comments on AICPA's
Exposure Draft —
Proposed Statement
of Position
Page 2

For larger governments, especially for States, the disclosure requirements
would pose a hardship.
Data-collection efforts for reporting risks and
uncertainties for the State of Ohio would be considerable in light of the low
threshold nature of the "reasonably possible" criterion and the significant
number of State-administered "material" programs and projects that would be
subject to management's evaluation and the independent auditor's review.
Going back to the old argument — government is different from the private
sector — is fundamental with respect to deciding whether the provisions of
the exposure draft should apply to government.
The "going concern" concept
for governmental operations is not the same as it is for private business. A
government's destiny is not controlled by owners/managers who have a vested
interest in the business.
It is the political process, with its elected
officials and the many constituencies, that mandates how government operates.
A government's revenue-raising power is also an important factor to be
considered.
In a nutshell, we believe the disclosure of certain significant risks and
uncertainties and financial flexibility is not beneficial, particularly if the
risk of third-party criticism and litigation is heightened.
Due to the
subjective nature of the disclosures, it is possible that uncertainty on the
financial statement user's part could be increased rather than lessened by the
financial information presented.

We appreciate the opportunity to respond to the AICPA's exposure draft.
If
you have any questions on the State's financial reporting environment, as they
may relate to this subject, please call me at (614) 466-2561.

Jane A. Schmitz
Financial Reporting Manager
Office of Budget and Management

The NWNL Companies

Wayne R. Huneke
Vice President, Treasurer
and Chief Accounting Officer

The NWNL Companies, Inc.

Phone (612) 372-5607

20 Washington Avenue South

Minneapolis, Minnesota 55401

July 15, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

RE:

File 4290 - Disclosure of Certain
Significant Risks and Uncertainties
and Financial Flexibility

Dear Mr. Gill:
This letter sets forth the comments of The NWNL Companies,
Inc., to the Exposure Draft (ED) on "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility".
The NWNL Companies, Inc., is a Minneapolis-based holding company
specializing in the life and health and annuity business and has
over $100 billion in insurance -in force.
The principal
subsidiary, Northwestern National Life Insurance Company, is the
12th largest stock life insurance company in the country based on
insurance in force.

We are strongly opposed to the issuance of this proposed
Statement of Position. We agree entirely with the points raised
in the minority view in paragraph 32 of the ED.
We are particularly concerned about the variance between the
requirements of the proposed SOP and existing MD&A requirements.
We are concerned about having different disclosure standards
between MD&A and the proposed SOP.
The implication of having
potentially different disclosures on similar subjects in the same
document provided to our shareholders or, alternatively, failing
to have different disclosures when the rules could be interpreted
to call for it, serves to increase risk for the company and its
auditors.
#81

We also believe that this document is an over reaction to
today's litigation situation.
We believe that this document
represents a significant change in the philosophy underlying the
basic financial statements.
If the purpose of the basic
financial statements is changed to provide increased emphasis on
disclosure of future risks and uncertainties, we believe that the
risk of litigation is increased dramatically should a risk not
disclosed prove to develop into a significant risk.
This
position is different from the existing philosophy related to
financial statements where disclosures of such risks are beyond
the scope of the financial statements.

Simply stated, we believe:
•
•
•

•

these expanded disclosures are not necessary,
they increase the legal exposure for the company and its
auditors,
they involve enormous amounts of judgement which make it
difficult to apply, and,
this represents a significant change in the underlying
philosophy of the basic financial statements that is not
warranted.
Sincerely,

WH:gr

PHONE

STATE AUDITOR
ROBERT W.

PETERSON

STATE OF NORTH DAKOTA

OFFICE OF THE STATE AUDITOR
STATE CAPITOL
600 E BOULEVARD AVE
BISMARCK NORTH DAKOTA 58505

July 14, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Ave. of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

The Governmental Accounting Committee (GAC) of the North Dakota Society of CPA’s is pleased
to submit the following comments on the American Institute of Certified Public Accountant’s
(AICPA’s) proposed Statement of Position (SOP) entitled, "Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility." We appreciate the opportunity to respond to this
document. I should be noted that the following comments are not intended to represent a single
response for all State Society members individually. The views of some members may not be fully
in concert with all of the comments presented here.

We have presented our comments in paragraph number sequence to simplify your review process.
If you require further information or have any questions on the comments made, please contact me
at (701) 224-2241.

Respectfully,

Edwin J. Nagel, Jr., CPA
Chairman, GAC subcommittee

cc:

Randy Nehring
Mike Gallagher
Rose Kitzan
Jim Abbott

Comments on AICPA Exposure Draft entitled -

"Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility"
Essentially we are opposed to the issuance of this proposed SOP. This proposed SOP would increase the
independent accountant’s responsibility for the accuracy of the information by requiring the information
to become an integral part of the financial statements.
A requirement to disclose information on risks and uncertainties of which management is reasonably
expected to have knowledge would encourage users to have unrealistic expectations regarding the
completeness of such information. In many circumstances, preparers and auditors will be unable to
determine whether all such risks and uncertainties are actually known and whether their disclosure is
complete.
This SOP goes too far, especially for smaller entities, and would require more cost and effort than the
benefits provided. A significant number of entities, especially privately-owned enterprises and not-forprofit entities will be unable to make the required determinations without performing significant additional
procedures such as the preparation of cash flow projections. Such entities generally operate with limited
staffs and would be required to incur additional costs that would probably exceed the benefits of the
information disclosed.

We especially believe this proposed SOP should not be applicable to Governmental Entities. The reason
behind the proposed disclosures is to give financial statement users the feel for any risks or uncertainties
associated with a business due to various changes in the economy, technological changes, and
competition. However the risks and uncertainties associated with governments are different than the
private sector. The usefulness of the required additional disclosures contained in this SOP is questionable
in governmental reporting.
Paragraph 10.
The requirement to include a description of the nature of operations, including significant revenue sources
in governmental enterprise activities would not be unreasonable or too burdensome. This information
should be easily obtainable and of interest to the readers of the financial statements.

Paragraph 11.
This area is redundant and adds nothing to the usefulness of the financial statements. Auditors are
currently required to acknowledge in their standard reports the use of estimates in the preparation of
financial statements. If those estimates are not materially correct, the auditor is required to disclose that
fact.

Certain Significant Estimates (paragraphs 12-19)
This disclosure builds on current accounting standards and therefore is redundant. FASB 5 requires
disclosure on contingencies, and inventory is required to be carried at the lower of cost or market. The
examples of items sensitive to change listed in paragraph 15 would seldom pertain to governmental
entities. The use of the "reasonably possible" criterion is very subjective and would probably not be
uniformly applied in any industry.

Current Vulnerability Due to Concentrations (paragraphs 20
*25)
This disclosure again is redundant since existing standards require report of concentrations of risk. FASB
Statements #14 and #105 apply to nongovernmental entities, and GASB Statements #3 and 10 require
these disclosures for governmental entities.

Financial Flexibility (paragraphs 26-28)
Private businesses that use operating lines of credit or governments that use anticipation certificates would
include these kinds of disclosures. SAS #59 already addressed the going concern issue.

Air Products and Chemicals, Inc.

Leo J. Daley

7201 Hamilton Boulevard
Allentown. PA 18195-1501
Telephone (215) 481-7969

Vice President and
Corporate Controller

AIR
PRODUCTS

9 July 1993

Frederick Gill, Sr. Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
We would like to comment on the recently issued exposure draft, "Proposed Statement of
Position - Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility". Our paramount concern is the apparent effort of the AICPA to establish
generally accepted accounting principles (GAAP). We do not need nor do we support
additional agencies creating GAAP standards. There is a conflict of interest when the
same organization which establishes accounting principles also sets the standards for
the accountants who will audit compliance with these standards. We support the FASB’s
responsibility for standard setting.

This proposed Statement of Position (SOP) duplicates many existing requirements under
current GAAP and SEC requirements. For public companies we do not agree that
moving disclosure requirements from the Management Discussion and Analysis of the
Annual Report or from 10K disclosures to the Annual Report footnotes creates any
additional informational value for the readership. We do not sympathize with those who
espouse the principle of "more information is better". We believe relevant and timely
still constitute valid reporting objectives.

The balance of our comments are presented in the same topical order as the Draft:
1. Nature of Operations

We believe current segment disclosures made in both MD&A and Item 1 of the 10K
are sufficient for a reader to understand our business. Additional information
including marketing data reflect valuable business intelligence. Disclosures of this
nature to the public domain would be of value to competitors, both domestic and
foreign but add little value to investors.

r-

(continued)

Frederick Gill
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2. Use of Estimates

Current disclosures in the management statement of public companies financials are
sufficient to sensitize the readership to inherent inaccuracies of accrual basis
accounting.

3. Significant Estimates
We believe this requirement will not only significantly increase the quantity of
disclosures but also create a high degree of reporting variability through

paragraph 13’s wording ”... of which management is reasonably expected to have

knowledge.” The downgrading of FASB #5 criteria from probable to reasonably

possible coupled with not requiring quantification of the estimate described in
paragraph 17 may well result in lower quality but higher volume disclosures. Under

FASB #5 the estimation process is based on what management knows, not what it is
’’expected to know". This is a difficult requirement in a globally competitive, fast

changing world and will result in an unacceptable level of reporting variability.

4. Concentrations
We believe current reporting requirements under FASB #14 and FASB #105, coupled

with 10K and S-K are sufficient disclosures. Paragraph 25's disclaimer of prior
paragraphs not being all-inclusive results in an open-ended search for the potential
existence of "concentrations”.

5. Financial Flexibility

Current MD&A disclosures provide sufficient information for the reader of financial
statements. The proposed requirements under paragraphs 27 and 28 are not
sufficiently specific to create effective practice guidance to ensure usefill information

to the readership.
The impact of all changes in combination would result in a significant increase in

subjective information communicated in the financial statements. The purported benefit

would be overwhelmed by financial and management preparation costs and audit fees
required to audit these disclosures. These additional costs are not justified by additional
benefits to users of the financial statements.

Sincerely,

Leo J. Daley
Vice President and
Corporate Controller
1CW\D:\WORDDOC\WDE\AICPAJ3OC
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Norman N. Strauss, CPA
Chairman, Accounting Standards Executive Committee
Ernst & Young

277 Park Avenue

New York, NY
Re:

10172-0003

Exposure Draft - Proposed Statement of Position "Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility"

Dear Norman:
As President and Executive Director of the New York State Society of Certified Public
Accountants, we are requesting that the date be extended for response to the Statement of

Position Exposure Draft," Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility".

While a four month exposure would normally be sufficient, we believe that this is a special
case as we have become aware from various committees and members that this issue is one of
the most far reaching that the profession has addressed, especially on its potential impact to small

firms and their clients.

A substantial portion of the exposure period has either been during tax season or the
period that State Society committees and other respondents are beginning to gear up.

Our

Financial Accounting Standards Committee has already responded. Because of the exposure draft’s

breadth and scope, our Auditing Standards Committee will be responding separately and our Firm
Management Council Committee, representing firms as a whole, would like the opportunity to
respond, which will be difficult to do by the July 31 date.

While the proposal would affect CPA firms of all sizes and their clients of all sizes, it is
apparent that the impact on small firms and their closely held clients could be especially severe.

As the representative of CPAs in more than 3,500 firms, we request that due to the magnitude of

this issue, the exposure date be extended to the early fall, perhaps September 30 or October 31,
1993.

Thank you for your attention.
Sincerely yours,

Arthur I. Gordon, CPA

President

AIG/RLGjz

Robert L Gray, CPA

Executive Director

cc:

Richard Deiter, CPA, Chairman
Risks and Uncertainties Task Force

Philip B. Chenok, CPA

President, AICPA
Thomas P. Kelley, CPA
AICPA Group Vice President, Professional
Frederick Gill, CPA

AICPA Senior Technical Manager

COMPTROLLER OF PUBLIC ACCOUNTS
STATE OF TEXAS
AUSTIN, 78774
JOHN SHARP
Comptroller

July 12,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

We have reviewed the exposure draft of a proposed statement of position (SOP),
Disclosure of Certain Significant Risks ana Uncertainties and Financial Flexibility. In our
view, theproposed SOP would not impact us as preparers of financial statements for the
State of Texas. The first three of the disclosures concepts (nature of operations, use of
estimates and certain significant estimates) are normally found in our financial statement
disclosures when is it evident their disclosure is necessary.
Our checks and balances and the manner in which state funds are accounted for will not
create additional disclosures on the last two concepts (current vulnerability due to
concentrations and financial flexibility). The conservative nature on the way state business
is conducted enables the State of Texas to minimize risks and uncertainties. Due to this
factor, the impact to our agency and to our state auditor will be minimal.

Overall, we question whether the requirement to disclose information of risks and
uncertainties based on the "reasonably possible" element will improve financial
presentation in state governments. It appears that the disclosures may be too subjective to
be meaningful to some users of financial statements. We also feel this Exposure Draft is
more applicable to non-public entities and their independent accountants.
We hope our comments will be helpful in your process of compiling responses. If you need
further information, please contact Tom Zapata at (512)463-4963.

Sincerely,

Wallace Lankford, Supervisor
Financial Reporting Section
Fund Accounting Division
cc:

Tom Zapata

an equal opportunity employer

American General
Corporation
P.O Box 3247 • Houston, Texas 77253 • 713-522-1111 • Telex: 775-291

Austin P. Young, CPA
Senior Vice President and
Chief Financial Officer

July 12, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
American General Corporation's comments on the proposed Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility, are enclosed for your consideration. We have addressed our comments
to the American Council of Life Insurance for inclusion in a life insurance
industry response being prepared by that organization.

Enclosure

AMERICAN
GENERAL

American General
Corporation
PO Box 3247 • Houston Texas 77253 • 713-522-1111 • Telex 775-291
Austin P. Young, CPA
Senior Vice President and
Chief Financial Officer

July 9, 1993
Vincent W. Donnelly
American Council of Life Insurance
1001 Pennsylvania Avenue, N.W
Washington, D.C.
20004-2599

Dear Mr. Donnelly:
In response to your letter dated July 1, 1993 to the members of the ACLI
Committee on Financial Reporting Principles concerning the ACLI’s response to the
AICPA's proposed SOP, Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility. American General Corporation suggests that the ACLI's
comments include the following points:
1.

Placement of Disclosures. The proposed SOP would require the disclosures to
be located in the notes to the financial statements.
We believe that for
public companies, the discussion of nature of operations, significant
estimates contained in the financial statements, vulnerability due to
concentrations, and financial flexibility is most logically included in
Management's Discussion and Analysis (MD&A).
The requirements of the
proposed SOP and the SEC’s requirements for the MD&A are similar in intent;
both are designed to help readers of financial statements better understand
the risks and uncertainties facing the reporting entity.
The MD&A
requirements for discussion of results of operations, liquidity, capital
resources, known trends and uncertainties overlap the proposed SOP's
requirements in many cases.
Since entities are required to include
discussion of risks and uncertainties and financial flexibility in the MD&A,
it serves no useful purpose to require very similar disclosures elsewhere.
Users of financial statements would be best served if all such disclosures
were in one place, and we believe that the appropriate location for these
disclosures for public companies is the MD&A.

2.

Auditor Involvement . Placement of the proposed disclosures in the notes to
the financial statements implies that the disclosures must be audited.
We
believe that the subjective nature of these disclosures will make them
difficult, if not impossible, to audit effectively.
We are concerned that
a requirement to audit these disclosures will result in increased audit fees
without significant value being added to the reporting process.
Placement
of the disclosures in the MD&A, which is unaudited, would alleviate this
problem.

Thank you for considering our comments.
If you would like to discuss
points further, please call me at (713) 831-1098.

these

CROWLEY MARITIME CORPORATION

July 15, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:
This letter is being written in response to your invitation
to comment on the Proposed Statement of Position regarding
Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility (SOP).
BACKGROUND

This letter is being written on behalf of Crowley Maritime
Corporation. Crowley is a large, privately-held maritime
transportation company. The Company’s 1992 revenues were in
excess of $1 billion and assets are in excess of $600 million.
In the recent past, the Company has also had wholly-owned
subsidiaries involved with oil and gas exploration and
development and commercial real estate. As a privately-held
Company, we follow the disclosure requirements of FASB Statement
No. 21 and do not disclose earnings per share or segment
information in our annual financial statements.

Crowley has always attempted to follow the most stringent
reporting guidelines established for any company, whether
publicly or privately held, where that disclosure provided the
user of the financial statements important information which
aided in the user's understanding of the financial statements.
As such, we generally support additional disclosure rather than
less. We continually respond to feedback regarding our financial
statements from our various user communities and this allows us
to determine what users are focusing on and what is either
ignored or misinterpreted.

155 Grand Avenue, Oakland, California 94612 - Telephone (510) 251-7500 - Facsimile (510) 251-7625
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CROWLEY’S OPINION
We believe that (1) the costs of the proposed expanded
disclosure requirements included in audited financial statements
exceed any benefit as the benefit does not appear to be
significant; (2) audited financial statements should not be
thought of as a vehicle to provide an early warning system as to
an entity's financial health; and (3) the proposal will increase
the responsibility of auditors and will, therefore, additionally
increase the litigation cost of the CPA firms which are
performing the attest function.
COST BENEFIT ANALYSIS

The users of our financial statements already receive more
detailed information than could ever be included in the annual
audited statements and the recommended financial statement
disclosure appears to be much less specific than our users
demand. The inclusion of this information in the financial
statements would not eliminate the requirements placed on the
Company to provide our users with projected financial results,
specific transaction analyses, or general financial and
operational information. The added cost will not give the users
any additional information that will help them assess the risks
and uncertainties of future cash flows, or accounting estimates,
or provide a better "early warning system" than these users are
presently receiving.
To explain our opinion related to the issues raised by the
SOP, we have defined four broad categories of users of our
financial statements. They are:

1.

Management. Those members of the Company's management
who have access to the consolidated financial statements
and other financial information relating to the
operations and financial condition of the Company.

2.

Stockholders. Generally the same as management as
approximately 85% of the stock is owned by employees,
including an employee stock ownership plan. Of the
remainder, approximately 10% is owned by descendants of
the Company's founder, who are represented on the
Company's Board. The remaining 5% is owned by the
public. Crowley's stock, although restricted, is traded
from time to time in the market place by these
investors.

3.

Secured and unsecured lenders. Those creditors with
whom the Company has entered into some form of debt
agreement. These creditors have built-in early warning
devices in the form of contractual reporting
requirements including financial ratios.

C:\WP51\KAREN\271
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4.

Vendors. Suppliers who have entered into commercial
term credit relationships with the Company.

Management, holders of at least 95% of the Company’s stock
and lenders all have access to the same information. All receive
annual audited financial statements, detailed annual budgets,
monthly financial statements, monthly operating reports for each
of our services, monthly debt covenant calculations, and other
financial or operational analyses as they may request. Our
management demands it and the lenders have a contractual right to
the information. The lenders, in addition to the information
they are sent, spend significant time during the year discussing,
with both financial and operational management, various aspects
of our business, the effect the adoption of different or new
accounting principles may have and significant non-routine
estimates used in the preparation of financial statements and/or
projections.
Some vendors are supplied with annual audited financial
statements but most rely upon credit reporting agencies such as
Dun and Bradstreet for credit checks, if they bother with these
at all. We supply information to Dun and Bradstreet periodically
on an as-requested basis.

We believe that not only is Crowley faced with the situation
where this additional disclosure would be redundant and
meaningless to most of the users of our financial information,
but so are most other companies, especially privately-held
companies. We do not believe that including this information in
audited financial statements in a more summary and less specific
form would benefit anyone with the exception that the CPA firms
would then receive much larger fees. Our management and
stockholders are already intimate with the operations of the
Company and are familiar with any risks or uncertainties. Our
lenders, universally, have asked that these reporting
requirements be included in lending agreements; summarizing them
in footnotes to the audited statements would not change this
requirement. Most of our vendors do not bother to receive annual
reports. We send out less than 25 a year to vendors and these
are mostly to very large petroleum product suppliers.
EARLY WARNING SYSTEM

Appendix B, paragraphs B.2 through B.4, indicates that "...
today's riskier business and economic environment equates to a
riskier investing climate.... These demands are underscored in
calls for an "early warning system...." We do not believe that
audited financial statements can be readily used as a vehicle to
provide an early warning on anything.
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Frederick Gill
July 15, 1993
Page 4

Our concern here is pure timing. Our reporting requirements
are such that we must provide the users of our financial
information audited financial statements within 90 days after the
end of our fiscal year. Accordingly, if this was the only report
that was received by financial statement users, it would be for a
period of time that occurred from three to fifteen months
previously. This is hardly an early warning.
In practice, our audited financial statements are issued
within 45 days of fiscal year-end; this is still hardly a key
component of an "early warning system". Rather, our external
users essentially use the audited statements to confirm that we
have not misled them about our historical results. As indicated
above, the users of our financial statements receive much more
current financial information than that contained in the audited
financial statements. This historical information is then what
the users use to evaluate our future business plan assumptions
and financial projections.

INCREASED RESPONSIBILITY FOR INDEPENDENT ACCOUNTANTS
We agree with the minority viewpoint expressed in paragraph
32a. In addition to the arguments included therein, we would
like to point out that it is very possible that with the benefit
of hindsight an estimate that was not considered to be
significant will turn out to be very significant and incorrectly
determined. For example, we believe that our insurance providers
are all financially responsible and more than able to respond to
any loss that we might incur. Accordingly, we do not presently
disclose the terms of our insurance coverage in the audited
financial statements and would probably not do so in the future.
However, there is the possibility that in a worst case scenario
our Lloyds underwriters may not be financially able to respond to
a major, catastrophic oil spill from one of our bulk carriers.
It seems that we have made an estimate that was not disclosed but
could significantly hamper the Company’s ability to survive.
That estimate was that we were adequately insured.

We believe that it would be practically impossible to
disclose all significant non-recurring estimates. More likely
than not any attempt to do so would result in overlooking the
most basic estimates that would later prove to be invalid. If
so, this could provide fertile ground for lawsuits against
independent accountants and preparers of financial statements.

Finally, we do not believe that any independent accountant
can accurately judge the accuracy of any company's projections.
Within Crowley, our own management and stockholders have widely
diverse opinions about such key assumptions as future market
share and selling prices. Given the diversity of internal
opinion and the lack of documentary evidence surrounding the
estimates of future market conditions, future actions of
C:\WP51\KAREN\271
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competitors and other factors affecting our marketplaces, it does
not seem realistic to expect auditors to examine any entity’s
future cash flow projections and form an opinion equal to that of
historical statements as to the projection’s veracity. As stated
in paragraph 32. b, this information is very subjective. This
subjectivity will significantly increase the responsibility of
preparers and Independent accountants. We recommend that if this
position is pursued, the scope be limited to information that
management knew or should have known.

CONCLUSION
In conclusion, we believe that this proposed expansion of
disclosure requirements clearly fails a basic/cost benefit test,
does not enhance the user’s early warning system, and increases
the responsibility independent accountants have to determine that
the financial statements include all required disclosures.
Accordingly, we urge that either privately-held companies be
exempt from any of these requirements or that the requirements be
reconsidered and amended to provide a better response to the
concerns that gave rise to these disclosure issues in the first
place.
We appreciate the opportunity to respond to this exposure
draft and trust that you will find our arguments logical and
reasonable.

Very truly yours

R. L. Swinton
Assistant Corporate Controller

RLS:kl
cc: Chron File

Tait, Weller &Baker
Certified Public Accountants

July 16, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

I am writing with respect to the exposure draft of the proposed
Statement of Position, Disclosure of Certain Significant Risks and Uncertain
ties and Financial Flexibility.
1.

The requirement to disclose all risks and uncertainties of which
"management is reasonably expected to have knowledge" is extremely
broad.
It is too subjective and will only lead to "second
guessing" with hindsight.
This will serve to continue the
litigious environment in which we now conduct our practices.

2.

The proposal goes beyond the S.E.C.’s MD&A requirements.
MD&A
requirements are based upon known trends, while the SOP’s require
ments are unlimited.
The SOP requires the disclosures in the
financial statements. This all adds to the responsibilities of the
auditor who is now guided by SAS No. 59.
SAS No. 59 limits the
*auditors responsibility to determining whether there is substan
tial doubt about the ability to continue as a going concern.

3.

These requirements would be particularly burdensome to private
companies and exempt organizations who are not subject to S.E.C.
MD&A disclosure requirements. Significant additional costs would
be incurred to generate the information as well as increased audit
costs.

I am strongly opposed to the proposal.

Sincerely,

John Woodcock, Jr.

JW/ml

Philadelphia, PA • New York, NY • Edison, NJ
Two Penn Center Plaza, Suite 700, Philadelphia, PA 19102-1707
(215) 568-2209 • FAX (215) 568-1544

SPURWINK INTERNAL MEDICINE ASSOCIATES
A PROFESSIONAL ASSOCIATION
155 SPURWINK AVENUE
CAPE ELIZABETH, MAINE 04107

WINTON BRIGGS, M.D.

JOHN L MYERS, M.D.

TELEPHONE 767-2174

NANCY P. KNAPP, M.D.

July 15, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
My accountant has shared with me the proposed statement of position relevant
to "disclosure of certain significant risks and uncertainties and financial
flexibility".
I am the senior member of three physicians in an incorporated
private practice of internal medicine.
I thus assume that I would be one of
the "all enterprises" that would be required to disclose the bunch of infor
mation that your proposal recommends.
As I read this several thoughts went through my mind:

This is a solution looking for a problem.
This looks like something the health care finance commission would develop
for physicians.

This looks like a proposal developed by lawyers to generate work for lawyers
and accountants and provide a disservice to "all enterprises".
If I had to advise my accountant of the uncertainties that derive from
government regulation of medical practices - I would develop an onerous chore
both for myself and for my accountant. This derives from the fantastic uncertainty
that exists from year to year and certainly exists in this next two years within
the field of medicine and medical practices.

As I am sure you are aware, physicians are lousy business people.
Nonetheless,
in my few investments, I strongly believe I can read the current financial statements
and interpret enough to know when I have made a good or a poor investment. Although
I am sure there are entities existing in this country that slant their reports
excessively, it is my experience that that slanting is recognizable to most and
does not require onerous regulations on everybody to remedy the few.
Thus, as one of the "all enterprises" that would be affected by your proposal,
I would strongly support the four minority members in opposing this proposal.

-2-

July 15, 1993

Fredrick Gill, Senior Technical Manager

Winton Briggs, M.D.
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FARMERS UNION

"Your Farm, Home, and Garden Center"

SOUTH PARIS. ME
16 Skillings Ave.

July 15, 1993

04281
207-743-8978
FAX 207-743-8564

AUBURN. ME
410 Center St

Frederick Gill
American Institute of CPA's
1211 Avenue of the Americas
New York, NY 10036-8775

04210

207-783-1366

Dear Mr. Gill:
BRIDGTON. ME
5 Portland St
04009

207-647-2383

WINTHROP. ME
8 Summer St
04364

As a small business employing about 75 people I would like
to express my concern and opposition to the proposal S.O.P.
It is my feeling that it will add tremendous cost to our bus
iness which is not justified. I object to your institute
creating work for CPA’s at our expense.
I will also have some real concerns as to the liability
issue surrounding the disclosure.

207-377-2614

Sincerely,
NO. CONWAY, NH
Rt 302 - Redstone

03860

603-356-5669

Peter Chapman
President

MIDDLEBURY, VT
Route 7, South

05753
802-388-3139

PORTLAND, ME
64 Auburn St

04103
207-797-3151

NEWPORT. ME
Main St
04953

207-368-4329

PC/tlS

Morse,Payson&Noyes
Insurance

July 16, 1993

Mr. Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y.
10036-8775

Subject: Comments on the Proposed Statement of Position
Disclosure of Certain Significant Risks and Uncertainties
And Financial Flexibility

Dear Mr. Gill:

I have had occasion to review the above proposed Statement of Position
as outlined by the AICPA’s Accounting Standards Executive Committee
and herewith offer my comments on the contents and requirements of
this proposal. In my position as Vice President and Chief Financial
Officer of a privately held insurance agency, I believe this proposal
would have serious implications for all private entities and small
publicly held companies.

The proposal would require all enterprises, including exempt
organizations and state and local governments, to include in their
financial statements certain disclosures about the nature of operations,
use of estimates in the preparation of their financial statements
(including the identification of significant estimates), current
vulnerability due to concentrations, and financial flexibility concerns.

In considering this proposal, I would urge the AICPA to consider the
following concerns that will have an impact on entities such as ours.
1) The Statement’s requirement for entities to disclose information
"of which management is reasonably expected to have knowledge"
would expand the responsibilities of financial statements issuers
and would be unduly burdensome, particularly for entities that are
privately owned and not subject to the Securities and Exchange
Commission’s Management Discussion and Analysis requirements. The
proposed Statement expands on certain FASB requirements, such as
SFAS 105 (Disclosures of Information about Financial Instruments
with Off-Balance-Sheet Risk and Financial Instruments with
Concentrations of Credit Risks). Expanding the requirements of
SFAS 105 before its effectiveness can be measured is unjustifiable

100 Middle Street, P.O. Box 406, Portland, Maine 04112, Telephone (207) 775-6000, Telefax (207) 775-0339
Maine Service Office of Assurex International, an Insurance Corporation with over 60 offices Worldwide.

Mr. Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Page 2 of 2

2) The costs of preparing such information could be substantial and
would greatly exceed the perceived benefits. A significant number
of privately-owned and not-for-profit organizations, which
generally have limited resources, would have to perform additional
procedures and incur additional costs to satisfy the requirements
of this Statement. Such costs are unwarranted, particularly since
no evidence has been introduced to demonstrate that the proposed
disclosures are necessary.

3) The scope of the requirement to disclose all risks and uncertainties
of which ’’management is reasonably expected to have knowledge” is
too broad and subjective and will inevitably cause confusion and
invite subsequent challenges based on hindsight. Such requirements
will encourage users of financial statements to have unrealistic
expectations about the disclosures, although issuers and their
independent accountants will actually be unable to ensure that
all risks and uncertainties are known and have been ascertained
and disclosed. This situation could lead to an exposure to risks
of litigation for issuers and their independent accountants.

For the reasons outlined above, I believe the Statement of Position
on Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility should not be implemented and would urge the
AICPA to consider the implications of adopting this position.

Sincerely,

Raymond F. Brogan
Vice President
Chief Financial Officer

DEPARTMENT OF ADMINISTRATION
ACCOUNTING AND MANAGEMENT SUPPORT DIVISION
MITCHELL BUILDING
PO BOX 200102

MARC RACICOT, GOVERNOR

Accounting Bureau
Rm. 255 (406) 444-3092

Management Support Bureau
Rm. 176 (406) 444-4644

Helena, Montana
59620-0102

13, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RESPONSE TO EXPOSURE DRAFT OF PROPOSED STATEMENT OF POSITION,
DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES AND
FINANCIAL FLEXIBILITY

Dear Mr. Gill:
The Accounting Bureau of the Department of Administration is
responsible for implementing GAAP for the State of Montana.
The
Bureau thanks the AICPA for this opportunity to express our
position and concerns on this Exposure Draft (ED).
The State of Montana has a centralized accounting system that
allows the Comprehensive Annual Financial Report (CAFR) 1to be
prepared by our staff with little additional input by agencies.
The volume of information required to be reported by this ED would
be highly cumbersome and virtually impossible for agencies to
accumulate within the time frame necessary to be included in the
CAFR due to limited resources and staff members. We agree with the
minority view that an unreasonable burden will be placed on all
entities if this ED is implemented as written.

In order to reduce confusion among users and preparers, we believe
that only one definition of Financial Flexibility should apply to
all footnote disclosures. We also believe it is inappropriate to
require a disclosure that would necessitate the preparation of a
cash flow forecast in this era of budget constraints. The cost of
this type of disclosure may exceed any benefits provided.

The AICPA did not take into consideration the diverse nature of
The
government entities during the formulation of this ED.
description of Nature of Operations could take one to two pages in
a CAFR and the subjectivity of this type of information precludes
financial
its presentation in the footnotes to the

“AN EQUAL OPPORTUNITY EMPLOYER"

Frederick Gill, AICPA
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statements.
The terms used to determine reportability are also
very ambiguous.
More guidance is needed in the application of
"severe impact" and "reasonably possible" before implementation of
this ED is feasible.
It is essential that information included in the footnotes to the
financial statements,
and therefore subject to audit,
be
financially objective.
The subjectivity of the information
required by this ED makes it extremely difficult to be included in
the financial section of the CAFR.
Estimates and Nature of
Operations should be included in a separate section similar to the
statistical section or even in a separate report.
This may be a
more viable alternative in this era of "popular reporting".

In order to be practical to the financial statement preparer and
user, the disclosures need to be factual, understandable, complete
and capable of being prepared in a timely manner.
Disclosures
should enhance rather than duplicate existing requirements and
should be concise so there is increased not decreased comparability
between financial entities. Disclosures should inform rather than
overwhelm the financial statement user. Above all, the benefits of
the disclosure should be greater than the costs. Unfortunately, we
do not believe the disclosure requirements as written in this ED
meet these objectives.

While we agree there is some validity in strengthening disclosure
requirements,
this
ED
as
written
is
too
ambiguous
for
implementation without further clarification from the AICPA or
GASB.
We welcome the opportunity to comment on more specific
guidelines.

Again, thank you for the opportunity to comment on this exposure
draft. Please contact Staci Litschauer at 406-444-4689 if you have
any questions.
Sincerely,

Terry Atwood, CPA
Accounting Bureau Chief

c:

Pat O'Connor
NASACT

Fellner & Kuhn, P.c.
CERTIFIED PUBLIC ACCOUNTANTS

July 14, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Ave. of Americas
New York, N.Y. 10036-8775
Re:

Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility

Dear Mr. Gill:
As a small CPA firm working only with closely-held entities,
we feel the implementation of the proposed statement of position
(SOP) - Disclosure of Certain Significant Risks nd Uncertainties
and Financial Flexibility would be a tremendous burden to both
our firm and to our clients. Most of our financial statement
preparation work consists of compilations and reviews. Many of
the proposed disclosures would require analytical review and
inquiry which is not necessary for preparation of compiled
financial statements, yet, would be mandated by this SOP.

We strongly concur with the minority viewpoints listed in para
graph 32 of the exposure draft. Our clients do not need to incur
excessive costs to have subjective statements regarding future
events as footnotes in their financial statements when action
that could take place in the future, with respect to these
reasonably possible events, would depend upon the economic and
credit climate at that point in time, not at the date of the
accountant's report. Small business owners would not perceive
any additional value in the proposed disclosures and would not
be willing to pay for the additional time that would be necessary
to comply with these proposed disclosure requirements. Nor will
owners want to disclose information, that could be proprietary,
in the form of a plan that was established only to deal with
events that might occur. Likewise, smaller accounting firms may
not be willing to take on the additional liability exposure for
these subjective statements regarding possible future events.
In mandating fairly subjective disclosures, the footnotes of a
financial statement could be misleading. CPA’s traditionally
are conservative. It is more than likely that the positive
"reasonably possible" future events would not be disclosed,
and only potentially negative future events would be footnoted.
900 S.W. Fifth Avenue, Suite 1545
(503) 227-0443

Portland, Oregon 97204-1224
FAX 243-2917

Member American Institute of Certified Public Accountants' Private Companies Practice Section
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This would be detrimental to our clients and would not effec
tively implement this SOP as it was intended. Finally, the
majority of users of non-public entity financial statements
have access to obtaining the proposed disclosure information
via other sources than the financial statements if they chose
to do so. Commercial loan officers, bonding agents, company
stockholders and suppliers all can, and normally do, obtain
information about a company from more sources than just the
financial statements.

This proposed SOP would not significantly enhance the financial
statements of our clients and it would be very difficult to
thoroughly comply with the disclosure requirements. We do not
endorse the issuance of this statement of position.

Yours truly,
FELLNER & KUHN, P.C.

MPG:sId

DOLLAR BILLS

July 14, 1993

Frederick Gill
AICPA Senior Technical Manager
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:
Below are my responses to the proposed Statement of Position
concerning "Risks and Uncertainties and Financial Flexibility." I
have attempted to make my comments as brief and clear as possible.
1. NATURE OF OPERATIONS

I concur with this proposal. It has virtually no cost and
should be helpful to the user.

2. USE OF ESTIMATES
I concur with the disclosure that finan
cial statement
preparation requires the use of management estimates.
It informs the reader that estimates are a normal part of
the reporting process and properly assigns primary
responsibility for estimates with management.

3. CERTAIN SIGNIFICANT ESTIMATES
I believe this portion of the SOP is potentially very
dangerous with regard to the new ground it opens for
very questionable disclosures and for the enormous potential
for the use of 20-20 hindsight upon subsequent review of
the company.

Cost is a minor factor in my comments here. The issues of
expanded disclosure and liability are infinitely more
important.
The use
in GAAP
we need
likely"

of the term "REASONABLY POSSIBLE" is a major change
disclosures, going way beyond FAS# 5. I do not believe
to have discussions on events that are "less than
to occur. An enormous checklist of possible events,

2500 Internationale Parkway, Woodridge, Illinois 60517
Phone: (708) 972-3000
Fax: (708) 972-3026
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not likely, but that might occur, would serve little positive
purpose. Virtually any negative event that actually does
occur subsequent to the issuance of financial statements
presents the opportunity for second guessing by any recipient
of the statements, not to mention trial lawyers.
I also do not understand why an allowance for doubtful accounts
is not subject to this proposal (which I agree with) ,
while provisions for commercial and real estate loans are.
They are a normal part of the business process for lenders.
Who can pinpoint exactly when a loan goes bad?
Providing litigation related liabilities as an example begs
the question of how far beyond existing disclosure require
ments this SOP goes. Predicting the financial outcome of any
existing or potential litigation is virtually impossible.

4. CURRENT VULNERABILITY DUE TO CONCENTRATIONS
I give this proposal mild approval since, on the surface,
it appears to be helpful and reasonable disclosure . The
examples provided on pages 31 to 35 of the draft look OK.
As long as this is not intended for a section of the
financial statements to read like the "Risks and Uncertainties"
section of a prospectus, there appears to be more good than
harm here. In addition, cost of preparation does not seem
to be a major problem. Finally, to make this proposal work,
sufficient, specific guidance must be given to preparers,
auditors and users to avoid confusion and more legal suits.

5. FINANCIAL FLEXIBILITY
I am strongly opposed to adoption of this position. As
in item 3 above, this appears to be a dangerous proposal.
Again the term "reasonably possible" is used. This proposal is
especially objectionable when it applies to non-public
companies. Public companies are already subject to Item 303
of Regulation S-K. In my opinion, many public companies do
a less than adequate job on their MD&A at the present time.
To expand this type of disclosure to all entities is a
mistake.
Specific objections, especially with regard to non-public
entities:

page 3

(a) Suggesting that flexibility might come from delaying
payments from suppliers or employees. To comment in the
financial statements on this potential source of funds is
ridiculous. First of all, everyone knows these are potential
sources. To disclose it suggests that the company is in a
desparate state of affairs. Employees would panic and look
for employment elsewhere. Suppliers would be extremely
upset if the company stated it was considering altering
payment terms already agreed to. Smaller size companies
commonly obtain credit by submitting financial statements
in confidence. Any suggestion of liquidity problems, even .
if merely "reasonably possible" could be devastating.
(b) Consider the case of a normal "small business" that
typically lives on a line of bank credit that is reviewed
by the lender and renewed each year. This a normal part
of the business process. The company is already required
(properly so) to list these bank obligations as currently
due. To add a discussion of what might happen should the
current lender not renew the line would be misleading to the
reader and harmful to the company. Whether a seasonal line
or annual line, the same reasoning applies.

(c) I do not understand why filing for bankruptcy
protection is given as an example. Under what circumstances
would a company state that bankruptcy filing would provide
them with financial flexibility? Certainly not as a going
concern. What management would communicate to users that
they are, in effect, failing and throwing in the towel ?
Guidelines already exist that auditors are to follow when
a question of "going concern" arises.

Additionally, I feel to see how this proposal adds to the
quality of the audit process. The highly subjective nature
of these considerations would provide many more questions
than answers. These issues are items that are considered
by any good management and any good auditors. Publishing
them may simply provide additional liability exposure to
company and auditor alike. Why not consider publishing the
auditors' work program to show all users the considerations
they made throughout the audit process? We do not have to
publish these considerations as suggested in this SOP in
order to conclude that a quality audit was done.
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By disclosing many "reasonably possible" bad things that
could happen to a company, a reasonably possible event
could become more likely. In the long run there could be fewer
businesses to audit, which is definitely not good for
the profession.
In conclusion, I share the concern of the minority view on
pages 18 and 19. Increased responsibility for preparers and
auditors alike; extending consideration to "reasonably
possible" events; requiring subjective judgments easily
challenged by hindsight; and the placing of disproportionate
economic burdens on non-public entities; all without
necessarily improving the quality of the audit process,
deserve the most serious critical review before the
profession goes any further with these proposals.

Respectfully yours

Lawrence D. Handler
Vice President- Finance
and Chief Financial Officer

ECS
July 14,

1993

Frederick Grill
Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the America’s
New York, NY 10036-8775

Dear Mr.

Grill,

Relative to your new SOP-Disclosure of Significant Risks and
Uncertainties and Financial Flexibility, I have the following
comments for your review.

We are a small business in Maine with thirty-one full time
employees.
Year after year our overhead increases due to new
regulations by someone.
The current economic environment in
this area is tough to say the least and any new requirements
will certainly tax the small businessmen further and hurt his
ability to perform.

The issues that you propose were much too broad in scope and
would only cause confusion and invite subsequent challenges
based on hindsight.
I urge you as a small business owner to leave well enough
alone.
Our costs are great enough now and we certainly don’t
need anymore room for confusion.

Robert S. Campbell
President

cc:

Berry,

Dunn,

McNeil & Parker

EXECUTEL COMMUNICATIONS SYSTEMS, INC.
2338 CONGRESS STREET. RO. BOX 1769, PORTLAND. MAINE 04104 TELEPHONE 207-774-0455
E.I.N.
01-0346990

STRATTON

July 15, 1993
Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Dear Mr. Gill;
We are a small lumber manufacturing company, our sales are
approximately 12,000,000 per year. We are privately owned.

Our accountants have brought to our attention a change which
you are contemplating. We are not sure about how the S.O.P.
(Statement of Position) will affect other businesses but we
do know it will affect ours.

We are in the commodities business and are subject to dramatic
swings which are totally out of our control.
The S.O.P. would only make things more complicated and unduly
burdensome. We say no to the S.O.P.

Please give this position serious consideration whan you and
your people make your decision on this issue.
Thank you for your attention in this matter.

Sincerely yours,

Luke Brochu
cc: B.D.M. & P. - Moe
STRATTON LUMBER INC
P.O BOX 16C
STRATTON, ME 04982

PHONE: (207) 246-4500
SALES: (207) 246-45C’

FAX: (207) 246-3253
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&

BERRY, DUNN, McNElL & PARKER /Certified Public Accountants
100 Middle Street / P.O. Box 1100 / Portland, Maine 04104-1100/(207) 775-2387 / FAX 774-2375
36 Pleasant Street / Bangor, Maine 04401-6494 /(207) 942-1600 / FAX 942-9278

AICPA PROPOSES INCREASED DISCLOSURE OF RISKS AND UNCERTAINTIES:
AN OPEN LETTER TO OUR CLIENTS AND OTHER INTERESTED PARTIES

July, 1993

As a firm dedicated to serving entrepreneurial and mid-sized companies, Berry, Dunn,
McNeil & Parker believes it important to periodically direct attention to issues affecting such

entities. This letter discusses our grave concerns about a proposed AICPA Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility.
The attached New Developments Summary discusses this proposal, which would require
all enterprises (including exempt organizations and state and local governments) to include, in

their financial statements, disclosures about the nature of operations, use of estimates in the
preparation of their financial statements (including identification of significant estimates), current
vulnerability due to concentrations, and financial flexibility concerns.

Berry, Dunn, McNeil & Parker’s Views
The proposed SOP has created much controversy even before exposure because it has

serious implications for all private entities and most small and mid-size public companies. As
discussed more fully in Section B in the New Developments Summary, Berry, Dunn, McNeil

& Parker strongly opposes this SOP for the following reasons:
•

Increased Responsibility for Issuers - The SOP’s requirement for entities to disclose

information "of which management is reasonably expected to have knowledge" would expand

the responsibilities of financial statement issuers and would be unduly burdensome, particularly

for entities that are privately owned and not subject to the SEC’s Management Discussion and
Analysis requirements.

•

Unjustified Increased Costs - The costs of preparing such information could be substantial

and would greatly exceed the perceived benefits. The disclosures are applicable to all financial

statements, including audited, reviewed or compiled.

•

Overly Subjective and Onerous Disclosures - The scope of the requirement to disclose

all risks and uncertainties of which "management is reasonably expected to have knowledge" is
so broad and subjective that we believe it will inevitably cause confusion and invite subsequent

challenges based on hindsight.

Such requirements will encourage users to have unrealistic

expectations about the disclosures, although issuers and their independent accountants will
actually be unable to ensure that all risks and uncertainties are known and have been ascertained
and disclosed.

We urge you to express your opposition to the issuance of the SOP by writing to the
American Institute of Certified Public Accountants prior to July 31, 1993 at the address indicated

in the New Developments Summary. Additional information can be obtained from your Client
Service Partner or from the Berry, Dunn, McNeil & Parker Quality Assurance Partners, Phil

Crawford in our Portland office or Jim Maynard in Bangor.

New Developments Summary
DISCLOSURE OF CERTAIN SIGNIFICANT RISKS
AND UNCERTAINTIES AND FINANCIAL FLEXIBILITY
Proposed Statement of Position
The AICPA’s Accounting Standards Executive Committee (AcSEC) recently exposed a

proposed Statement of Position (SOP), Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility.

This proposal would require ALL enterprises (including exempt

organizations and state and local governments) to disclose information about certain risks and
uncertainties in their financial statements, beyond that now required. It would be effective for
financial statements issued for fiscal years ending after December 15, 1994. Early application
would be encouraged but not required.
The SOP would not change any requirements for recognition, measurement, or

classification of assets and liabilities in the financial statements. Proponents of the SOP believe

the proposed disclosures will provide an early warning system to alert financial statement users
to the possibility that an enterprise is in danger of failing or suffering severe financial setbacks.

On the other hand, opponents believe the proposed requirements are onerous for issuers and

those that attest to financial statements and that they are not cost justified. Because several of
the conclusions are highly controversial, four of AcSEC’s fifteen members opposed the Exposure

Draft.
Comments on the proposal should be sent by July 31, 1993 to the AICPA, addressed as

follows:

Fredrick Gill, Senior Technical Manager

American Institute of Certified Public Accountants
Accounting Standards Division, File 4290

1211 Avenue of the Americas
New York, N.Y. 10036-8775

A.

REQUIRED DISCLOSURES
The disclosures required in the proposed SOP consist of five types of information:

•

the nature of operations

•

use of estimates in the preparation of financial statements

•

certain significant estimates

•
•

current vulnerability due to concentrations
financial flexibility

Because they are not mutually exclusive, the disclosures may be combined in various ways,

presented in diverse parts of the notes to the financial statements, or incorporated with
disclosures required by other pronouncements.

The proposed disclosures would not encompass risks and uncertainties that might be

associated with management or key personnel, proposed changes in government regulations,
proposed changes in accounting principles, or deficiencies in internal controls over financial

reporting. Also excluded are acts of God, war, sudden catastrophes, and losses from uninsured
risks that are caused by damages occurring after the date of the financial statements.
1.

Definitions

Certain terms are defined specifically for use in the proposed SOP as follows:
•

Financial flexibility - The ability to take an action that will eliminate an excess of

required and expected cash payments over expected resources.

•

Near term - A period of time not to exceed one year from the date of the financial
statement.

•

Severe impact - (Used in reference to current vulnerability due to concentrations.)

A

significant financially disruptive effect on the normal functioning of the entity. Matters
that are important enough to influence a user’s decisions are deemed to be material, yet

they may not be so significant as to disrupt the normal functioning of the entity. Some
events are material to an investor because they might affect the price of an entity’s
capital stock or its debt securities, but they would not necessarily have a severe impact

on (disrupt) the enterprise itself.

The concept of severe impact, however, includes

matters that are less than catastrophic.

The term concentration, as used in the proposed SOP, includes group concentrations related to

a number of counterparties or items that have similar economic characteristics and that,
collectively, expose the reporting entity to a particular kind of risk.

2.

The Nature of Operations
Entities would be required to describe in their financial statements their major products

or services and principal markets along with the locations of those principal markets.
Enterprises operating in more than one industry would be required to describe the relative
importance of operations in each industry and the basis for the determination (e.g., assets,
revenues or earnings).

The disclosures would not need to be quantified; relative importance

could be conveyed by using terms such as "predominantly," "about equally," or "major and

other." AcSEC believes that such disclosures would provide users unfamiliar with an entity with
information needed to identify the broad risks and uncertainties faced by all enterprises operating

in the entity’s specific industry or market(s). The proposal provides the following illustration:
Smith Corporation is engaged principally in the design, engineering and

manufacturing of military aircraft and related peripheral equipment for sale
primarily to the United States government and NATO allies. Sales of aircraft to
foreign governments, which represented about 30% in 19X6, require the advance

approval of the U.S. government.
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The Use of Estimates in Preparing Financial Statements

3.

The notes to the financial statements would be required to explain that management uses

estimates to prepare financial statements in conformity with generally accepted accounting
principles. This disclosure would emphasize the inherent limitations on the precision of amounts

reported in the financial statements and would enable financial statement users to make more
informed decisions. The exposure draft illustrates this disclosure as follows:

The preparation of financial statements in conformity with generally accepted
accounting principles requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and revenues

and expenses during the reporting period. Actual results could differ from those

estimates.

4.

Certain Significant Estimates
The proposal requires a discussion of the potential near-term effects of using

change-sensitive estimates to measure assets or liabilities and gain or loss contingencies when
it is reasonably possible that (1) the estimate will change in the near term and (2) the effect of

the change would be material to the financial statements.

The disclosure is to be based on

information available before the financial statements are issued "of which management is
reasonably expected to have knowledge." For purposes of this disclosure, materiality does not

depend on the amount reported or disclosed in the financial statements, but rather on the
significance of the effect that use of a different estimate would have on the financial statements.
Although entities would be required to describe the potential near-term effects of such

estimates on the financial statements, they would not be required to disclose quantitative
information about significant estimates beyond that required by SFAS 5, Accounting for
Contingencies (AC Section C59). The proposed SOP encourages but does not require disclosure

of the factors that cause the estimate to be change sensitive.
The following are examples of items that may be based on change-sensitive estimates:

•

Inventory subject to rapid technological obsolescence

•

Specialized equipment subject to technological obsolescence

•

Goodwill and other intangible assets

•

Deferred tax assets based on significant future income

•

Long-term investment

•

Capitalized motion picture film production costs

•

Environmental-related liabilities

•

Litigation-related liabilities

•
•

Contingent liabilities related to loan guaranties
Provisions for commercial and real estate loan losses

•

Provision for restructurings

•

Estimated net proceeds recoverable, the provisions for expected loss to be incurred, or

both, on the disposition of a business or assets

•

Amounts reported for long-term contracts
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The proposed SOP illustrates a disclosure of change-sensitive estimates as follows:
At December 31,

19X7,

XYZ has inventories in excess of its current

requirements that are reported at $6 million in the accompanying balance sheet.
Management has developed a program to reduce the quantities to desired levels

over the near term and believes no loss will be incurred on their disposition.
XYZ’s ability to recover the cost of the inventories depends, however, on the

success of its program. No estimate can be made of a range of amounts of loss
that are reasonably possible.

5.

Current Vulnerability Due to Concentrations
Disclosure would be required of concentrations existing at the balance sheet date that

make the entity vulnerable to the risk of a near-term severe impact, when it is at least

"reasonably possible" that events that could cause such impact will occur. Such concentrations
may relate to assets or liabilities, or to commitments and contingencies not requiring recognition
under generally accepted accounting principles. They may also relate to the nature of an entity’s
operations or operating needs.

The proposal applies only to concentrations relating to current

operations and would not require disclosure of future concentrations.
The concept of severe impact used in the proposed SOP differs from the concept of

materiality and involves a higher threshold.

The SOP defines severe impact as a significant

financially disruptive effect on the normal functioning of the entity.

On the other hand,

materiality, as defined in FASB Statement on Concepts No. 2, Qualitative Characteristics of
Accounting Information, relates to "[t]he magnitude of an omission or misstatement of accounting

information that, in the light of surrounding circumstances, makes it probable that the judgment

of a reasonable person relying on the information would have been changed or influenced by the
omission or misstatement." Reasonably possible is used the same as in SFAS 5 to mean that the

chance that an event will occur is more than remote but less than likely.
The following, although not all-inclusive, is a list of areas in which a current

concentration might make an entity vulnerable to a risk that would need to be disclosed:

•

Products or other revenue sources (such as a particular type of tax for a governmental

•

Inputs (suppliers, raw materials, labor)

entity)

•

Customers, taxpayers, grantors, or contributors

•

Investments, interest rate or foreign exchange rate exposure

•

Dependence on patent protection

•

Assets subject to expropriation
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The disclosure is illustrated in the proposal as follows:
The company currently buys all of its integrated circuits, an important component

of its products, from one supplier.

Although there are a limited number of

manufacturers of the particular integrated circuits, management believes that other
suppliers could provide similar integrated circuits on comparable terms. A change

in suppliers, however, could cause a delay in manufacturing and affect results
adversely.

6.

Financial Flexibility

This requirement is perhaps the most controversial.

Management would be required to

discuss its expected course of action when it is determined that it is at least "reasonably
possible" that the entity will not be able to pay its expected cash outflows in the near term

without taking certain actions, such as entering into credit agreements, modifying or renewing
existing credit agreements or liquidating assets. The disclosure would be required regardless
of any disclosure made relating to substantial doubt about the entity’s ability to continue as a

going concern for a reasonable period of time.
The proposed SOP provides the following illustration:

During the past two years, nearly all of the company’s cash flow from operations
has been used to service the company’s debt. The company expects that situation

to continue in the coming year.

If cash flow from operations were to fall below

debt service requirements, however, the company would be required to take actions
such as postponing purchases of inventory, attempting to restructure its debt, and,

if necessary, selling certain segments of its business to raise cash.

B.

BERRY, DUNN, McNEIL & PARKER’S VIEWS
Berry, Dunn, McNeil & Parker is strongly opposed to this proposal. Our reasons include
the following:

1.

Increased Responsibility for Issuers
The SOP’s requirement for entities to disclose information "of which management is

reasonably expected to have knowledge” would expand the responsibilities of financial statement
issuers and would be unduly burdensome, particularly those that are privately owned and not

subject to the SEC’s Management Discussion and Analysis (MD&A) requirements.

Indeed,

many such entities determine not to "go public" because they do not wish to subject themselves

to increased disclosure requirements.
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The proposal would also be burdensome for public companies, because it goes beyond the

SEC’s requirements.

For one thing, MD&A requirements are based on known trends,

commitments, or events and information "available to the registrant without undue effort or

expense," while the scope of the proposed SOP’s requirements is unlimited.

In addition, the

proposal goes beyond MD&A by requiring the disclosures to be included in the basic financial

statements.
The proposed SOP also expands on certain FASB requirements.

For example, the

proposed requirements would exceed those in SFAS 105, Disclosure of Information about
Financial Instruments with Off-Balance-Sheet Risk and Financial Instruments with Concentrations
of Credit Risk (AC Section F25).

Expanding the requirements of SFAS 105 before its

effectiveness can even be measured is totally unjustifiable.
The independent accountant’s responsibilities would also be increased, because the

disclosures greatly expand present requirements to discuss such matters in the financial
statements. For example, the proposed SOP requires disclosure of "reasonably possible" events
that might affect the financial statements whether or not there are concerns about the entity’s
ability to continue as a going concern. At present, however, Statement on Auditing Standards

No. 59, The Auditor’s Consideration of an Entity’s Ability to Continue as a Going Concern (AU
Section 34 1), limits the auditor’s responsibility to determining whether there is "substantial
doubt" about such continuation.

2.

Unjustified Increased Costs
The increased responsibilities of financial statement issuers and their accountants, coupled

with the need to gather additional information (particularly for the disclosures relating to an

entity’s significant estimates, vulnerability to concentrations and financial flexibility), will also
entail additional costs - and in some instances, such costs might be substantial.
Berry, Dunn, McNeil & Parker believes it is unwarranted to subject American businesses

to such additional costs, particularly since no evidence has been introduced to demonstrate that
the proposed disclosures are necessary.

For example, in our experience, users of the financial

statements of nonpublic entities have always been able to obtain such information on request.
Nevertheless, a significant number of privately-owned and not-for-profit organizations, which

generally have limited resources, would have to perform additional procedures and incur
additional costs.

Some of the requirements might entail additional costs for all entities, including public
companies.

For example, because of the low threshold of the "reasonably possible" criterion,

entities might have to prepare cash flow projections specifically for the purpose of disclosing
information about financial flexibility. The cost of preparing such information would greatly
exceed the perceived benefits.
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3.

Overly Subjective and Onerous Disclosures
The scope of the requirement to disclose all risks and uncertainties of which "management

is reasonably expected to have knowledge" is so broad, subjective and onerous that we believe
it will inevitably cause confusion and invite subsequent challenges based on hindsight.

Such

requirements will encourage users to have unrealistic expectations about the disclosures because
issuers and their independent accountants will actually be unable to ensure that all risks and

uncertainties have been ascertained and disclosed. This, in turn, will expose financial statement
issuers and their independent accountants to additional risks of litigation.
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OFFICE OF COMPTROLLER
DEPARTMENT OF BANKING AND FINANCE

STATE OF FLORIDA
GERALD LEWIS

COMPTROLLER Of FLORIDA

TALLAHASSEE
32399-0350

July 16, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA, 1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

In response to the AICPA ED of a Proposed Statement of Position Disclosure
of Certain Significant Risks and Uncertainties and Financial Flexibility, we offer the
following comments.
We support the dissenting members in objecting to the issuance of this ED.
The disclosures required are not within the knowledge of financial statement preparers
and auditing would be next to impossible. These disclosures, if material to the financial
statements, are required by other statements, such as GASB 3, FASB 5, and GASB 10,
to name a few. This is the type of information one would expect to find in an investment
prospectus, not audited financial statements. If it is considered necessary for private
industry, it should not be extended to governments.

Applying this to state financial reporting could be misleading because so
much of the disclosure would either be a very high level, and seem vague: or could be at
a low level and so voluminous that it would be meaningless. A good example of this
would be listing the nature of operations of a state; books have been published on this
subject. Other published information is available on state programs.

Estimates used in governmental reporting are covered in the standards and
do not need further disclosures. We cannot understand what disclosures would be
helpful in regard to a state's vulnerability due to concentrations. Investments and
deposits are already classified as to credit risk and market risk as required by GASB 3. A
state does not have a "product market" nor does it strive for a profit.
The financial flexibility of a state is dependent upon the state statutes. We
already are required to explain the budgeting process in the CAFR which includes
methods available to handle revenue shortfalls. The last step in this process is to call a
special session of the Legislature. Certainly, no preparer of the financial statements could
ever predict what a Legislature might enact.

Mr. Frederick Gill
AICPA
July 16, 1993
Page 2

The CAFR already contains much of the information that would be required
in the statistical section by reporting the historical trends of taxes, revenue bond
coverage and other demographic information. This ED is not needed as a part of
governmental reporting.

We appreciate the opportunity to have our comments be considered. If you
have any questions regarding this matter, or need further information, please call me at
(904) 488-3067.
Sincerely,

Jana I. Walling, Director
Division of Accounting
and Auditing
JIW:RDS:lsp

BOARD OF DIRECTORS

Henry T. Brooks. President
James T. Edmonds. Vice-President
Walter D. Wilkerson, Jr., M.D. Secretary
R. Cary Montgomery, Treasurer
David L. Mendez, Member
John H Choate, Member

San Jacinto River Authority
P.O. Box 329

Conroe, Texas 77305-0329

ADMINISTRATION
James R. Adams. General Manager
William J. Moore, Jr., Mgr.,
Municipal Utilities

July 16, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
The American Institute of Certified Public Accountants (AICPA)
1211 Avenue of the Americas
New York, NY
10036-8775
Proposed SOP
"Disclosure of Certain Significant Risks, etc."

Dear Mr. Gill:
We have the following comments on the above mentioned SOP:

1)
We believe that there is an overload of disclosure al
ready, particularly in the local government area and we do not
need additional disclosure until the overload issue is addressed.

ones

2)
We believe GASB and FASB should be the
the issue, not the AICPA.

3)
The types of disclosure recommended
relevance or value for governmental units.

have

4)
The cost of developing this information
apparent benefit to the users.

addressing

very

little

outweighs

any

We shall appreciate it if you will give due consideration to
these comments in determining the propriety of adopting the
proposed Statement of Position and applying it to state and local
governments.

Sincerely yours,

James R. Adams
General Manager

(409) 588-1111 Conroe

(713) 222-8516 Houston

FAX (409) 588-3043

600 Grant Street
Pittsburgh, PA 15219-4776

July 19,1993

USX

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

Re: File Reference No. 4290
Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility

USX Corporation has the following comments to offer on the Proposed Statement of
Position (SOP). Since the SOP is an effort to require further disclosure for both
public and privately held entities, our comments reflect those of an entity which is
widely held and is accustomed to complying with disclosure requirements established
by the Securities and Exchange Commission (SEC).
•

The objectives of financial reporting should be based upon the need to provide
clearly communicated information that is useful to present and potential investors,
creditors, and other users in making informed decisions concerning a particular
entity. For publicly traded companies, the proposed disclosures largely duplicate
information contained in the unaudited "Nature of Operations" and 'Financial
Flexibility" discussions presently required under Regulation S-K in the annual 10K to the SEC.

•

Other aspects of the proposed SOP appear to be excessive. The proposal would
require discussion of significant estimates if it is reasonably possible that the
estimates will change in a year and have a material effect This goes beyond
SFAS No. 5 by requiring entities to disclose the possibility that future events
could arise in the near term which would confirm that a loss has occurred, even
though that possibility is presently considered remote. As an example, the FASB
is continuing their deliberations concerning impairment of long-lived assets due to
the very nature and subjectivity involved in developing appropriate measurement
techniques for valuing such assets. A decline in the market value of assets within
a given industry, at any specific point in time, can certainly create uncertainties as
to an assets recoverability. If the SOP is adopted, as proposed, management
would have to determine whether or not given facts and circumstances
surrounding the possible temporary decline in the asset's value could ultimately
become a loss contingency. SFAS No. 5 specifically excluded from its scope the
write-down of operating assets, and USX believes it is inappropriate to require
disclosure relative to such issues prior to the finalization of the FASB's project on
impairment

usX
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•

Accrual accounting inherently requires the use of estimates. The accounting
principle emphasizing "matching" is built around this concept. The SOP appears
to erroneously view significant estimates and judgments in and of themselves as
disclosable contingencies. A number of existing Standards require disclosures
about significant estimates which the FASB (or predecessors) have considered
adequate for the particular topic. Any additional verbiage centered around the use
of estimation appears unnecessary and adds nothing to the present process
involved in adhering to generally accepted accounting principles.

•

While disclosures can produce benefits by providing descriptions and measures
which can help investors or creditors in assessing risks and potential, we believe
any new authoritative literature requiring added disclosures must be cost justified.
The cost of providing information includes the cost to audit information if it is
subject to audit. The requirement to disclose information concerning financial
flexibility and the near-term effects of using significant estimates will result in
increased costs to prepare and audit We do not believe the benefits from the
additional disclosures justify the incremental cost We are also concerned that the
SOP could lead to substantially expanded disclosures relating to all perceived
risks and uncertainties with the result that users would find the financial reporting
to be less useful.

In summary, we believe this proposed SOP is needlessly amending and expanding the
disclosures specified in a number of Statements of Financial Accounting Standards
and SEC rules and regulations. We question whether the overall expanded disclosure
requirements actually enhance the financial reporting process as intended by FASB
Statement of Financial Accounting Concepts No. 1. Finally, we do not believe that
this SOP meets a cost/benefit threshold, since many aspects will require substantial
audit work by the independent accountants in order for them to gain a level of
satisfaction regarding judgments made by management relating to enterprise risks,
uncertainties, and financial flexibility.

Sincerely,

Lewis B. Jones
Vice President & Comptroller

L-aicpapos

Frederick Gill
AICPA
Accounting Standards Division File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Dear Mr.

July 16,

1993

Gill:

I am writing to convey my opposition
Disclosure of Certain Significant Risks
Financial Flexibility.

to the proposed SOP,
and Uncertainties and

The added cost of this burden is truly unwarranted given any
perceived benefit this may have. As a non-profit organization, the
added cost of the work and to cover liability issues of our
auditors takes away from our institution’s mission.
The misinterpretation of the disclosures by donors and supporters
of the organization could have a chilling effect our ability to
raise money and attract new supporters.
The management of risk is the responsibility of the executive staff
and boards of non-profits.
The disclosures at best would trigger
questions that would require staff time that would otherwise be
spent on managing the organization. At worst the disclosures could
result in organizations increasing their risk aversion.
We know
that risk avoidance results in the stunting of innovation and
growth.
It seems to me that such a disclosure would open up the auditors
to litigation from one side or the other if the statements are
based on the auditors subjective views of the risk.
It also strikes me that for businesses, the auditor's view of the
risks could be used by competitors to the detriment of the audited
firm.

The overall nature of this proposal is extremely negative. It will
result in higher audit costs, increased legal fees, more confusion,
and reduced risk taking.
I firmly believe that this proposal
should not see the light of day.

Frank Tsai
Director of Finance

California Academy of Sciences
Golden Gate Park
San Francisco, California 94118-4599
Home of Steinhart Aquarium and Morrison Planetarium

415/221-5100

DIOCESE of MONTEREY
PASTORAL OFFICE —

Monterey, California 93942

P.O. Box 2048

580 Fremont Street

Telephone (408) 373-4345

Fax (408) 373-1175

July 20, 1993

Mr. Fredrick Gill, Senior Technical Manager

American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY

10036-8775

Dear Mr. Gill,
This correspondence concerns a recently proposed Statement of Position ("SOP") advocated
by the AcSEC’s members. The proposal is titled "Disclosure of Certain Significant Risks

and Uncertainties."

We strongly oppose this SOP for the following reasons:
1)

UNJUSTIFIED INCREASE IN AUDIT COSTS.
Enactment of this SOP would greatly increase the responsibility of auditors.
They would need to gather notably more information, which entail additional

costs.

This SOP would require greater audit effort, and greater client

expense.

We are non-profit organization interested in serving the community.

We

operate solely on donations. As stewards of monies given to us to meet needs

in our community, we have a compelling covenant with our donors to control
operational expenses, so that our limited funds can be used to serve people

as much as possible.

We believe this SOP would substantially increase our already high audit costs.
2)

OVERLY SUBJECTIVE AND PERPLEXING DISCLOSURES
The requirements are so broad and subjective, we believe that many of the

resulting disclosures will result in confusion and aggravation.
Most of the readers of our financial are not accountants.

The disclosure

requirements will confuse them, and result in a clouded understanding of our
financial position.

We commend the AICPS’s efforts to insure accurate and reliable financial statements as
issued by independent accountants. However, we strongly believe this SOP will result in
cd h..1993:cgf:corres:jul:AI-CPA

substantial increased audit expense, and the required audit effort will result in disclosures

that are subjective, vague, broad and altogether confusing for the reader of financial
statements. In short, we oppose this SOP because the perceived costs significantly exceeds

the perceived benefits.
Thank you for your consideration regarding this matter.
Sincerely,

William J. coaker II
Controller

WJC/cd
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BERRY, DUNN, McNEIL & PARKER/Certified Public Accountants
100 Middle Street / P.O. Box 1100/ Portland, Maine 04104-1100/(207) 775-2387/ FAX 774-2375
36 Pleasant Street / Bangor, Maine 04401-6494 /(207) 942-1600 / FAX 942-9278

July 14, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290

American Institute of Certified Public Accountants

1211 Avenue of the Americas

New York, N.Y. 10036-8775
Dear Mr. Gill:

We appreciate the opportunity to respond to the proposed statement of position, Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility.
It is difficult to know where to start to comment on this statement. A member of our firm was

on the original task force that dealt with this issue.

It was our understanding that the con

clusions reached from that task force were good in concept, however, not practical.

After

reading the current document, the conclusion still seems to be the same.

You have requested respondents to consider three options, if you decide not to cover all entities.
The SEC requires a company to disclose similar information in their "Managements’ Discussion
and Analysis."

We believe only those companies should comply, if any.

Those companies,

theoretically, should already be providing this information. The additional costs of placing the
information in the financial statements should not be unduly burdensome.

The minimum-size test is not completely appropriate.

There are some large companies with

either large total assets or annual revenue who only have family members as users of the finan

cial statements. The additional disclosures would not have any additional meaning to them, but

would be costly.
The public accountability option on the surface sounds very noble. However, we have several

not-for-profit organizations that have annual expenses of less than $100,000.
mission is to provide a social benefit to their constituents.

Their primary

To require them to redirect these

needed expenses to follow the proposed disclosures that have no impact on them is nonsense.
In addition, there are many credit unions with assets of less than $500,000. Again, there is no

value added from the new disclosures. If you add, in addition to the public accountability, a
size test, then perhaps there might be some support. As you should be aware, FDICIA has just

issued regulations requiring financial institutions to report more information if their asset size
exceeds $500 million. If you target only certain industries, there is a risk that users of financial
statements of companies in truly high risk endeavors would not have the benefit of the positive

features of the disclosures.

Mr. Frederick Gill, Senior Technical Manager
July 14, 1993
Page 2

Our firm has hundreds of clients for whom we perform compilations, reviews and audits. We

expect that virtually all these clients will not follow the SOP and thus we will modify our

accountants'/auditors' reports.

What end, thus, does the SOP serve?

Paragraph 15 includes goodwill and other intangible assets as in the item that the "significant

estimate" is disclosed. This is absurd. For many years the profession has refused to deal with
the issue of goodwill other than to say "a reasonable estimate of the useful life may often be

based on upper and lower limits even though a fixed existence is not determinable."

To now

capriciously add goodwill to the listing without thorough consideration given to the entire issue
is inappropriate.
The area of disclosure concerning financial flexibility is superfluous information. Virtually all
of our clients could not pay its expected cash outflows from the current operating assets. A user

can already determine that the company will continue to require seasonal working capital lines

of credit and/or extension of payment terms of accounts payable if the working capital line is not
available.

This is clear from the financial statements.

In addition to requiring a company to

prepare the financial statements, the proposed statement requires them to interpret the financials
for the reader. We believe that a reader also has a responsibility to be an informed reader, if

they are to rely upon financial statements.
The examples given in the appendix are not real world. While they may reflect specific extreme

situations, they do not reflect the hundreds of thousands of small businesses that will require
guidance. Why not provide guidance for disclosure for small mom and pop variety stores, or

small contractors of residential housing? Additional examples for small professional organiza
tions, such as law firms, would be informative. To show examples expressed in millions and

tens of millions does not address most entities that will have to comply with this pronouncement.
We question what impact this pronouncement will have on prospective financial statements. The

disclosure requirements are more extensive than those in the Audit Guide for Prospective Finan

cial Statements, which is GAAP for prospective presentations. To be consistent with the expan

sive disclosure requirements for historical financials, you must also change prospective financial
statement GAAP. It is not reasonable that the change in both should not be concurrent.

We also question what impact these new disclosure requirements will have on OCBOA state
ments. Traditionally, we believe, OCBOA has differed from GAAP financial statements due to
measurement differences. This statement deals only with disclosure items and, on the surface,

would seem to apply. However, the statement should be specific whether OCBOA statements
must comply or not.

If the pronouncement is not applicable to OCBOA statements, then the

exclusion of the disclosures may become the basis for the presentation of the OCBOA state
ments.

You thus must be careful that you do not entrap yourself by not properly dealing with

the issue.

Mr. Frederick Gill, Senior Technical Manager
July 14, 1993
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We, in general, disagree with the issuance of this statement of position in any form. We believe

certain elements of disclosure in the proposed SOP are already required disclosure. We assume
that you have included them in this document as a point of emphasis. We believe that existing

disclosure requirements are adequate to inform financial statement users, except perhaps for
public companies.

If MD&A data was audited, with the SEC requirements as "reasonable

criteria," the public would be adequately served.

It is not possible for the AICPA to require

audits of MD&A data. However, it is possible to choose the appropriate MD&A items within

the proposed SOP, and require their inclusion in the financial statement footnotes.

Please address any questions about this letter to Phillip W. Crawford in our Portland office.
Sincerely,

--------

Down East
Community Hospital
R.R. 1

•

BOX 11

•
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(207) 255-3356
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Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y.
10036-8775
Dear Mr.

Gill:

I am writing to express opposition to the issuance of Statement of
Position, Disclosure of Certain Risks and Uncertainties and Financial
Flexibility.
The proposed requirements relating to this S.O.P. are
burdensome to
businesses and not cost justified.
The cost of gathering the
additional information required for these disclosures is unwarranted.
The S.O.P. also appears subjective and confusing.

As a non profit sole community hospital we have limited financial
resources.
To place this added cost on a small non profit
organization such as ours is inherently unfair.
We strongly oppose the issuance of the Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility.
Thank you.

Sincerely,

Lisa Reynolds
Controller

INSTITUTE OF MANAGEMENT ACCOUNTANTS
10 Paragon Drive • Montvale, NJ 07645

CMA
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Academic Relations
Chester S. Kulesza, Jr., CMA
Oakland County

Board ofRegents -

Institute of
Certified Management Accountants

John B. Pollara, CMA

Greater San Gabriel Valley

Budget

Keith Bryant Jr., CMA

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Re:

Birmingham-Magic City

Corporate & Academic
Development
Stanley R. Pylipow
St. Louis

Education

S. Smith, CMA, CPA

Ethics

Edward J. McCracken
Delaware

Finance

Proposed Statement of Position — "Disclosure
of Certain Significant Risks and
Uncertainties and Financial Flexibility"

Dear Mr. Gill:

The Management Accounting Practices (MAP) Committee of
the Institute of Management Accountants is pleased to
respond to the exposure draft of the proposed Statement
of Position
"Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility."
MAP Committee members found the proposed SOP difficult
to read and interpret, which made providing a response
also difficult. It would have been helpful to have had
a matrix prepared that compares the proposed SOP requirements with those of the MD&A and other relevant
1933 Act and 1934 Act requirements.

Thomas C. Lockwood
Charlotte

Management Accounting Practices

The following comments reflect MAP Committee members’
overall views and views on the specific issues referred
to in the cover letter.

Frank Minter
Birmingham-Vulcan

Member Interest Groups

Sally A. Claybourn

Orange Coast California

Planning
Keith Bryant Jr., CMA

Birmingham-Magic City

Regional Operations

Joseph G. Harris

Research
Dennis L. Neider, CMA, CPA
Morris-Essex

Summary
The MAP Committee cannot endorse this proposed SOP. We
feel there is a need to clarify the language
differences reflected in SFAS 5, SFAS 105, and the SEC
MD&A and 10K requirements, and the impact on
implementation. We believe that the requirements of
this proposal, which we view as similar to the MD&A for
a large public company, should not be included in the
financial statements and should not be audited. We see
no need to move the information currently contained in
the MD&A for public companies into the footnotes. This
simply results in added costs with no discernable
benefit to the users of financial statements. If it is
felt that the current disclosure requirements are not

Mr. Frederick Gill
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being met by companies, this vehicle should not be used to
correct those problems. Overall, the approach appears to present
limited benefits to the user of financial statements of public
companies while exposing public and privately held companies and
independent accountants to greatly increased exposure and cost.
Moreover, the AICPA's Special Committee on Financial Reporting is
engaged currently in significant studies whose completion could
impact this issue.
Scope — In the event that AcSEC decides to proceed along the
lines indicated in the Exposure Draft, we agree that, generally,
all entities should be included in the scope, including nonpublic
(private) entities, with perhaps a minimum size test for
nonpublic entities. Some felt an exclusion is appropriate for
entities that are already covered by the SEC's MD&A requirement
(large, public entities), or private businesses whose owners and
creditors may have access to all inside information they require.
In the main, the reaction was that the additional costs, such as
audit and legal costs, would outweigh the benefits, particularly
with regard to private companies, units of government, and
nonprofit organizations, in which cases the benefits may be very
limited.

Disclosures — With the exception of the disclosure of
significant estimates, most disclosures were judged to be
"proper." In the cases of companies filing MD&As, most felt
these disclosures are already being made. The disclosure of
significant estimates extends SFAS 5 without legitimate reasons
and could even require disclosure of confidential or proprietary
information. If there is to be an extension of the disclosures
required by SFAS 5, that should be a project of the FASB, not
AcSEC. This SOP also would expand the auditor's role in respect
to opining on management's projections about future events to a
level we think is guestionable.
Most believed that the approach of providing broad guidance to
entities would be difficult to implement. The primary reason is
that the paperwork would be burdensome even to substantiate that
no disclosure is required. This approach would require another
phase of assessments with auditors and legal counsel. Yet the
resulting disclosures could, in many instances, become useless
boilerplate. The provisions are vague in the context of SFAS 5,
and the estimated sensitivity requirements could create excessive
reporting, thereby diluting its value and creating legal
exposure.

Institute of Management Accountants • 10 Paragon Drive • Montvale. New Jersey 07645-1760 • (201) 573-9000
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Thank you for providing the opportunity to react to the Exposure
Draft. We would be happy to clarify further any points. On
October 7, 1986, the MAP Committee commented on the AICPA Task
Force Discussion Draft, "Disclosure of Risks and Uncertainties."
A copy of that letter is attached for your background
information.

Sincerely,

Frank C. Minter
Chairman
Management Accounting
Practices Committee
LB: 11
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July 19, 1993

American Institute of Certified Public Accountants
Post Office Box
Portland, ME 04112
RE: Proposed Statement of Position

Dear AICPA:
I am writing to express opposition to your proposal for issuance of a
Statement of Position I Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility. Simply stated, the requirements
seem unrealistic, and could be unduly burdensome and costly. I feel the
negative aspects of implementation far outweigh any positive benefits
expected or perceived.

Respectfully,

Richard E. Dyke

kt

P.O. BOX 1 385
WINDHAM. MAINE 04062
207-892-7068

Division of Administration
Financial and General Services
P.O. Box 475
Jefferson City, MO 65105-0475

STATE OF MISSOURI

Department of Revenue
314/751-7429

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
July 21, 1993

Dear Sir:
Enclosed is our response to the AICPA Accounting Standards Division Exposure
Draft of the Proposed Statement of Position Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility. The exposure draft was reviewed by
Cindy Schmutzler, CPA, Senior Internal Auditor and myself.

Sincerely,

Rebecca J. Imhoff, CPA
Administrator of Financial and
General Services
RJI:jv

Comments on AICPA Accounting Standards Division Exposure Draft of the
Proposed Statement of Position Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

Respondent:

Missouri Department of Revenue

Preparer:

Rebecca J. Imhoff, CPA
Administrator of Financial and General Services
P.O. Box 475
Jefferson City, MO 65105-0475
(314)751-7429

Primary
Perspectives:

Citizen/taxpayer financial statement user and attestor

MISSOURI DEPARTMENT OF REVENUE
COMMENTS ON
DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND
UNCERTAINTIES AND FINANCIAL FLEXIBILITY
AICPA EXPOSURE DRAFT

General Comments
We strongly agree with the purpose of your exposure draft to require additional
disclosure concerning significant risks, uncertainties and financial flexibility. As
explained in paragraph B. 1 of the Exposure Draft, without this additional disclosure
the objective of financial reporting as defined by FASB and GASB will not entirely be
met. We do not believe the requirements of the exposure draft will be difficult to
implement. We do believe however, the disclosures should be more specific.

For example:

The disclosure provided in paragraph A.3 is not complete. The users of the financial
statements are required to draw their own conclusion about Smith Corporation's
concentration in the defense industry and the legal requirement they must adhere to
of U.S. government approval for sales to foreign governments. We are not proposing
that the effect to the company's financial position be quantified. We do however
believe the disclosure should go on to say, as stated in the discussion to the
Illustrative Disclosure A (paragraph A.4), "...the enterprise's business may be heavily
affected by future changes in U.S. defense and foreign policies."

Why wouldn't the last sentence in paragraph A.8 ("Weak regional economic
conditions have resulted in declining toll revenue for several years.") be included in the
disclosure in paragraph A.9? After most users read the disclosure as now written,
they will ask the question, "So what?" Adding the sentence about weak economic
conditions will answer this question and not leave the disclosure open to inaccurate
interpretation.

The disclosure in paragraph A. 19 should go on to state, (as explained in the
discussion paragraph A.20) "... such an outcome would have a near-term material
effect on the enterprise's financial statements." The disclosure, as now written, is
stopping short of explaining possible outcomes and requiring the users to draw their
own conclusions, which could be inaccurate conclusions.

Most of the disclosures illustrated in the exposure draft are incomplete as shown in
the examples above. Paragraph A.66 states, "Financial statement users are able to
draw their own conclusions as to the changes in economic conditions that might take
place and the ultimate effect such changes might have ..." We disagree with this
statement. Many users of financial statements will be able to draw the right
conclusions to the disclosures of facts. Many other users will not be able to draw any
conclusion, much less the right conclusion. Not all users are sophisticated users. The
Task Force itself states in the exposure draft, paragraph B.21, "Although many users

of financial reports are aware of that aspect of financial reporting, others often
assume an unwarranted degree of reliability in financial statements."

Confidentiality
Concerning confidentiality, such a disclosure as illustrated in paragraph A.85 could not
legally be made in the State of Missouri’s Comprehensive Annual Financial Report or
any other external report. Missouri statute 32.057. Confidentiality of tax returns and
department records--exceptions--penaltv for violation states in part:

2.

Nothing in this section shall be construed to prohibit:
(2)

The publication by the director of revenue or of the state auditor
in his audit reports relating to the department of revenue of:
(a)

Statistics, statements or explanations so classified as to
prevent the identification of any taxpayer or of any
particular reports or returns and the items thereof:
(emphasis added)

Minority View
We disagree with the Minority View. We do not believe there will be substantial
increased responsibility for preparersand independent accountants (paragraph 32.a.).
Even if their responsibility increases somewhat, this would be a positive development.
The requirements of the exposure draft will require preparers and accountants to look
at the financial condition more closely and should help them to do a better, more
detailed job. We believe the information required to be disclosed by this exposure
draft is readily determinable, is objective, and will not cost or cause a lot of work to
develop.

Storage Technology Corporation

2270 South 88th Street
Louisville. CO 80028-0001
(303)673-5151

StorageTek
July 16, 1993

Frederick Gill, Senior Technical Manager
AICPA Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:
This letter is in response to your request for comment on the exposure draft of the
proposed statement of position (SOP), Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility.

Storage Technology Corporation (StorageTek) designs, manufactures, markets and
services, worldwide, information storage and retrieval subsystems for enterprisewide
computer systems and networks. The Company reported revenue of $1.52 billion in its
fiscal year ended December 25,1992.
We agree with your assessment that the first two disclosures (Nature of Operations
and Use of Estimates in the Preparation of Financial Statements) are not
controversial and we have no objections to these required disclosures.

Certain Significant Estimates
We have no objection with the concept of making these types of disclosures, however,
the "reasonably possible" threshold, as defined through the examples, is set too low.
The examples provided in Paragraph 15 and Appendix A seem to indicate that a
disclosure should be required depending upon the nature of the asset or liability,
regardless of whether management has any particular reason to believe the company
will experience any difficulty realizing the recorded value of its assets in the upcoming
year or will incur liabilities in excess of those recorded on the financial statements.

For most companies in today's business environment, and particularly for companies in
the high-tech industry, a reading of these examples would suggest that a statement
should be made regarding substantially all of a company's recorded assets and
liabilities. Such a disclosure would create extensive exposure for management and
their auditors, but provide little meaningful information to a reader of the financial
statements.

For example, disclosures with respect to "Inventory subject to rapid technological
obsolescence" (Par 15) is only appropriate if significant obsolescence issues currently
exist or have a high likelihood of existing within the near future as a result of the
occurrence of known events. Requiring the premature disclosure of obsolescence
issues would have the potential of being self-fulfilling when customers read a
company's financial statements.

Another example is the scenario provided in Paragraph A.30. There are very few
profitable industries in which there is no competition or, at the very least, a competitor
announcing "its intentions to release a new product designed to compete directly" with a
company's product. We would need more compelling evidence to make a disclosure
such as that provided in Paragraph A.32 than the announcement of a competitor's
intentions. Disclosures of this nature are commonly made in the high-tech industry to
"freeze" competitor's product sales and, in some cases, the announced product is no
more than a statement of a product which the competitor wishes it had. By requiring
such a disclosure, a company would only be lending credibility to a competitor's
announcement, thereby creating a risk which would not have otherwise existed.

Current Vulnerability Due to Concentrations
We object to the proposed disclosures of "current vulnerability due to concentrations"
because we feel the disclosure requirement is too vague and subjective.

By taking such a broad approach to risk disclosure, management and their auditors are
being unfairly subjected to the inevitable criticism which will result when they fail to
predict all of the possible adverse developments in the business. Given the litigious
nature of today's society, we feel it is inappropriate to add such a burden to
management (and their auditors). In an attempt to address the exposure created by
this disclosure requirement, we expect the volume of these "risk" disclosures to be so
great and their content to be so broad that they will not provide financial statement
users with any relevant information.
We feel the appropriate method for addressing disclosures of this nature is through
individual disclosure standards such as those provided in the recently issued FAS 105,
Disclosure of Information about Financial Instruments with Off-Balance-Sheet Risk and
Financial Instruments with Concentrations of Credit Risk.
While we would prefer more specific disclosure requirements for individual risks (e.g.,
FAS 105), we believe the proposed "current vulnerability" disclosure requirement
should, at the very least, be consistent with the SEC's MD&A rules and limited in scope
to known trends, commitments or events. Additionally, these disclosures should be
segregated from the rest of the financial statements with appropriate qualifiers with
regards to management's ability to foresee the future. The disclosures should be
clearly labeled as "unaudited." Finally, we believe some "safe-harbor" rules should be
adopted with respect to these forward-looking disclosures such as those found currently
contained within the SEC rules.
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Financial Flexibility
We object to this disclosure requirement because it is too vague and we believe the
"reasonably possible" threshold is set too low. We believe the "financial flexibility"
disclosure standard which currently exists under Statement of Auditing Standard (SAS)
No. 59, The Auditor's Consideration of an Entity's Ability to Continue as a Going
Concern, and its "substantial doubt" threshold are adequate.
The problem which has existed in the past with respect SAS No. 59 is not that the
"substantial doubt" disclosure threshold is too high, but rather that the guidance has
been inconsistently applied. Restating the disclosure requirements of SAS No. 59 to
both preparers and auditors of financial statements through the issuance of an SOP
should address this issue.
Because of the low "reasonably possible" threshold, it is hard to envision how any
company in today's business environment would not be subject to this disclosure
requirement. Also, the range of possible solutions to pay expected cash outflows in the
next year would be so broad that they would provide little value to the financial
statement user.

Finally, and most importantly, disclosures of this nature would become a self-fulfilling
prophecy when read by customers, current and potential future lenders, current and
potential future shareholders, and vendors; thereby turning a "reasonably possible"
liquidity issue into a "substantial doubt" issue.

Conclusion
It would appear that this SOP represents an attempt to address the expectation gap
which currently exists between financial statement preparers, auditors and readers. We
do not believe the broad approach proposed by the exposure draft will prove
successful. Instead, it will only serve to broaden the gap since the SOP places such a
broad and heavy burden on the preparer and auditor that it cannot realistically be met.
Additionally, it is not apparent that the business implications of using a "reasonable
possibility" threshold for risk disclosure have been property considered. While we
suspect that the volume of objections that the AICPA will receive from the business
community with regards to this exposure draft will be relatively small, we believe this will
be a reflection of the lack of awareness with regards to the SOP and not a lack of
objections to its content.

We appreciate this opportunity to comment and hope that the issues raised here are
carefully considered by the Accounting Standards Executive Committee.
Very truly yours,

David E. Lacey
Vice President and Corporate Controller
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6767 North Wickham Rd., Suite 500, Melbourne, Florida 32940 (407) 255-0088 Fax (407) 259-8648

Charles W. Hoyman, Jr.

Roger W. Dobson
Barbara J. Oswalt

Eugene K. Bjerning
Thomas L. Kirk

July 20, 1993

Karen E. Kirkland

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York,
NY
10036-8775
Dear Mr. Gill:

We are writing in response to the Exposure Draft of the proposed Statement of
Position, Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility. While some of the disclosures to be required by the SOP seem to us
to be desirable, others give us concern for various reasons. Our responses are
described by disclosure area below.

Nature of Operations

We agree that the disclosures regarding nature of operations would be helpful to
a reader of the financial statements.
It will be helpful to practitioners to
have a standard for the elements of information to be included in this
disclosure. We believe the decision to include relative importance rather than
quantifying the disclosures is appropriate.

Use of Estimates in the Preparation of Financial Statements
We agree that the suggested disclosure regarding use of estimates is appropriate
for inclusion in the financial statements of all types of entities.

Certain Significant Estimates
We see several problems related to the required disclosures regarding certain
estimates. We believe that readers of the statements will likely infer from the
disclosures a level of certainty regarding future events which we cannot under
current standards attest to, especially with regard to the possibility of a
change in estimate.

American Institute of Certified Public Accountants

• Florida Institute of Certified Public Accountants
• Accounting Firms Associated, Inc.

Private Companies Practice Section of the A.I.C.P.A.

Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
July 20, 1993
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We also believe this requirement brings in elements of a forecast without giving
the reader the benefit of stating the assumptions used.
If we truly do believe
that management's estimate is the best presently available, we do not feel
comfortable implying different outcomes.

Current Vulnerability Due to Concentrations

We are comfortable with the disclosure of information regarding concentrations
(similar to certain of the requirements of FAS 105) and feel that broadening the
definition of areas of concentration which should be disclosed is helpful.
However, we believe that the implication of an adverse outcome ("near-term severe
impact") seems inappropriate at the "reasonably possible of occurrence" level.
We believe that readers can draw their own conclusions as to the entity's
vulnerability, given the factual disclosures regarding concentrations, and that
the requirement of a severe impact disclosure should only be imposed at the
"probable of occurrence" level.

Financial Flexibility

We are very concerned about the required disclosures regarding financial
flexibility. Our concerns relate to the process of determining the need for such
disclosures as well as to the propriety of opining on this type of information.
First, information needed to determine expected cash outflows in the near term
is not routinely generated by many of our firm's clients.
To require them to
generate this or to pay to have such information generated would place an unduly
onerous burden on small businesses.

Second, the type of information to be disclosed is prospective in nature and
therefore not the type of information to which audit procedures can be applied.
In the detail which the SOP requires it, it would not be appropriate to cover
such information with the standard auditor's report.

Third, similar to comments under "certain significant estimates" above, we do not
feel that a disclosure that could potentially be taken by a reader as quite
negative should be required at a level of likelihood less than "probable of
occurrence."
We appreciate the opportunity to respond to this proposed pronouncement,
thank you for your consideration of our comments and concerns.

Very truly yours,

Lark Janes, CPA
Hoyman, Dobson & Company, P.A.

and

Geo.

Groh and Sons, Inc

COMMERCIAL, INDUSTRIAL, INSTITUTIONAL ROOFING & SHEET METAL FABRICATION

805 EAST 6TH AVE.

BOX 1026

PHONE: (316) 342-7576

EMPORIA, KANSAS 66801

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountant
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Dear Mr. Gill:

RE:

July 22, 1993

AICPA proposed increase of
disclosure of risks & uncertainties

I firmly disagree with the proposed SOP increased requirement for disclosing
information (P & L Statements).
We are a privately owned small family corporation engaged in the business of
contracting for roofing & sheet metal construction.

The disclosure of risk and uncertainties in our business are so many that
these disclosures serve no practible gathering and will add to the cost and further
confusion and risk of possible litigation should something inadvertently be left
out.

We are in the business to make a profit however we are always at risk of
bidding too low on a construction project since human error does subject us to
variables of the weather, increased taxes, fluctuation of material costs and
increasing government regulations and requirements. We try to meet all these
variables however, they are all subject to the risk of doing business and the
SOP requirement to guarantee complete disclosure of what could or could not
happen is going a step to far increasing responsiblity beyond the scope of owners
and issuers of disclosures concerning estimates of vulnerability as related to
financial flexibility.
You are requiring a full course dinner when a snack should suffice.
not need any more doors open to litigation than is already provided.
Respectfully yours

GEORGE GROH & SONS, INC

Jeanne Groh, President
cc:

Bob Agler
Agler & Gaeddert

We Are An Equal Opportunity Employer

We do

Paola Unified School District No. 368
P.O. Box 268 • 202 East Wea

Office of the Business Manager

Paola, Kansas 66071
913-294-3206

July 22, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Sir:
I am writing in opposition to the proposed AICPA Position on
Disclosure of Certain significant Risks and Uncertainties and
Financial Flexibility.
Specifically the burden placed on exempt
organizations such as ourselves because it goes beyond the
present scope of our present intense auditing as a public school,
which will increase our costs. We would be forced to perform
additional
procedures and incur additional cost to explain
unjustified increased cost when we are already on a restrictive
budget.
Lastly, the requirement to disclose all risks and
uncertainties which "management is reasonably expected to have
knowledge" is so subjective the possibility for confusion for an
exempt school district is enormous.

We therefore,
proposal.

urge

Sincerely,

William M. Folsom
Business Manager
WMFsbgt

cc:Dr. Cleary
LeRoy Elliott

you

to

reconsider

your

position

on

this

Colorado Society of
Certified Public Accountants

July 19, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775
Re:

Exposure draft-Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility

Dear Mr. Frederick Gill:
The exposure draft has several problems and is a real problem
especially for smaller local governments. We support the minority
viewpoint and feel that the added disclosure has no cost benefit
for these small entities. We are concerned over the potential need
to prepare cash flow projections, possible exposure to excessive
risks, and the lack of recognition given to small-entity
environment realities.
This is not an appropriate vehicle to
address the expectation GAP.

Sincerely,

Dean Johnson, Chairman
Colorado Society of CPAs
Governmental Accounting Committee

7720 E. Belleview Ave., Bldg. 46B, Englewood, Colorado 80111-2615
303/773-2877 800/523-9082 FAX 303/773-6344

HandymaN

EQUIPMENT
RENTAL
===== CO. INC. =====

July 22, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775
RE: aICP
a Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility.

Dear Sir:
It has been brought to our attention that the above
proposal could again increase our operating costs.

Small business simply cannot afford more regulations and
bookkeeping expense to meet regulations probably meaning
ful for big business.

Gloria O. Batson
Vice President

4^!^

357 RIVERSIDE STREET

PORTLAND, ME. 04103

248 MAIN STREET

SO. PORTLAND. ME. 04106

EXPOSURE DRAFT
PROPOSED STATEMENT OF POSITION
DISCLOSURE OF CERTAIN SIGNIFICANT
RISKS AND UNCERTAINTIES AND FINANCIAL FLEXIBILITY

March 31, 1993
Comment Date: July 31, 1993
No: 800047
By: Accounting Standards Division, AICPA

Response Prepared by:

Accounting and Auditing
Standards Committee
Louisiana Society of CPA's

Glenn J. Vice, Chairman
Jon Flair, Member
William D. McCaskill, Member
J.M. Fried, Jr., Member
John Cameron, Member
Stephen Alderdice, Member
Sharon Hutto, Member
Raymond Prince, Technical Consultant

Comments:
General
We are against the issuance of this SOP in its present form for the following
reasons:

1.
2.
3.
4.
5.
6.

7.

It would require very subjective judgements.
Would lead to use of meaningless "boiler-plate" language.
The term "reasonably possible" is very subjective.
If will place a heavy burden on practitioners.
It will increase the accountants' exposure.
The information required is "soft" and the accountant would have to
rely on management for it and would have difficulty obtaining
outside evidence.
Some of the required disclosures would unnecessarily adversely
affect the client.

We agree with the four members of ACSEC who dissent from the issuance. We
agree with all of the reasoning set forth by the dissenters in Paragraph 32
of the captioned exposure draft.

If this proposed SOP is issued in whole or in part, then it should apply only
to public entities.
If would place excessive unreasonable burden on most
non-public entities.
We
especially
agree
with
the
statement
in
paragraph
accountants/auditors may be exposed to excessive risks...

32b,

We hope never again to see the term "reasonably possible" in a SOP.

...

ACSEC and FASB seem to be in direct competition to issue new accounting
standards, but FASB is the body designated by AICPA to establish such
standards.
As the contents of the proposed SOP establish significant new
accounting or disclosure requirements in paragraphs 12, 20 and 26, we feel
that FASB should be the body to debate the issues in this SOP, and to
determine the merits of its issuance. Otherwise, with at least two separate
bodies issuing professional accounting standards with such extensive impact,
the membership of the AICPA will be inundated with new standards, and the
mandate of FASB for general acceptance of accounting standards will become
splintered.
The proposed disclosures regarding the "Nature of Operations" and the "Use of
Estimates in the Preparation of Financial Statements" would provide useful
information.
The benefits of providing such information to users of the
financial statements for all entities should outweigh their costs of
accumulating the information. The remaining disclosures regarding "certain
significant estimates", "current vulnerability due to concentration", and
"financial flexibility" are particularly onerous. The criteria of "at least
reasonably possible" for disclosing risks and uncertainties associated with
certain significant estimates is too broad and would be subject to different
expectations by users of the financial statements.
Many of the areas to
which it would apply (such as specialized equipment subject to technological
obsolescence and environmental-related liabilities) would be beyond the
expertise of the preparer of the financial statements. The criteria of "near
term severe impact" and "at least reasonably possible" for the disclosure
regarding current vulnerability due to concentrations are too broad and too
discretionary. Certain areas which would be required to be disclosed (i.e.
major suppliers, materials and customers) could be particularly sensitive to
the entity, and their disclosure could cause undue risk and hardship to the
entity (i.e. in negotiating purchase contracts with major suppliers on which
the entity is dependent).
The disclosure regarding financial flexibility
could also cause undue risk and hardship to the entity (i.e. because of the
inherent negative connotation of this disclosure, it could very well cause a
financial institution to not renew the entity’s loan or line of credit). The
costs of implementing these three disclosures far outweigh their benefits.
These three disclosures would also significantly increase the auditor's
responsibility and exposure to litigation.
Paragraph
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The disclosures regarding "nature of operations" and "use of
estimates in the preparation of financial statements" should apply
to all entities. The disclosures regarding "certain significant
estimates", "currently vulnerability due to concentrations", and
"financial flexibility" should only apply to audits of publiclyheld companies if they are adopted at all.
State and local
governmental units and not-for-profit organizations should also be
excluded.
Also, all compilations and reviews of financial
statements should be excluded because the costs of accumulating the
information would far outweigh the benefits of the disclosures.
For example, the disclosure of "financial flexibility" for many
entities could require significant additional costs for the
preparation of a cash flow forecast. If compilations and reviews
of financial statements are not excluded, a vast majority of
entities will likely be forced to omit substantially all
disclosures because of the undue burden these disclosures will
place on the entity.
As a result, less information will be
available to users of financial statements.
Furthermore, these
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disclosures should not be required for non-public business
enterprises because users of their financial statements generally
have the ability to request additional information if necessary.
5

It appears that this SOP overlaps considerably with other
pronouncements such as FASB 5, FASB 105 and SAS 59.
Those
provisions which expand the disclosures and lower the thresholds
for disclosure will likely result in substantial additional cost
for small businesses, especially those requiring only compilation
or review services. In terms of the burden for audited companies,
these extended disclosures require judgements regarding the
likelihood of future events which are extremely difficult to attest
to.

6

The disclosure requirements are adequately addressed in previously
issued authoritative pronouncements.

7

The definition of "severe impact" as a "higher threshold than
materiality" but less than "catastrophic" is too subjective.
Catastrophic may have quite different meanings for preparers and
users of the financial statements.

The definition of "severe impact" is vague. In order for an item
to be deemed to have a severe impact, its affect must be more than
material but how much more. Materiality in itself is a subjective
term.
To define severe impact in terms of an already subjective
term will likely result in confusion and inconsistent treatment by
different practitioners and companies.
These disclosures should apply to all entities.

10

Good guidance.

11

Audit reports are now required to include a statement to the effect
that the statements make use of management’s estimates. To require
the same disclosure in the footnotes is redundant.

12

The term "at least reasonably possible" is too low a threshold.

The threshold for disclosure of "reasonably possible" is defined as
the chance of a future transaction or event occurring which is more
than remote but less than likely. Possibilities are endless, so to
speak.
To require disclosure of future circumstances which are
reasonably possible would require either massive disclosures or a
crystal ball.
13

The term "information ... of which management is reasonably
expected to have knowledge" will be difficult for accountants to
interpret and relate to particularly sensitive areas (such as
environmental-related liabilities) for which management may be
biased in their views.
If future events reveal that significant
risks and uncertainties existed but were not discovered by the
accountant, nor revealed by management, then resulting inadequate
disclosure would have occurred, thus subjecting the accountant to
undue exposure to litigation.
This opens up more potential legal liabilities for independent
auditors because the phrase "of which management is reasonably
expected to have knowledge" leaves a lot for interpretation and
20/20 hindsight.
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14

FASB Statement No. 5 already provides adequate disclosure.

15

Many of the areas which may be based on estimates that are
particularly sensitive to change in the near term (such as
inventory and equipment subject to technological obsolescence and
environmental-related liabilities) are beyond the accountant’s
expertise.
Thus, this places undue responsibility on the
accountant.

20

This paragraph places unwarranted responsibilities on the auditor.
The auditor cannot be expected to have the same level of knowledge
as management regarding commitments that do not qualify for
accounting treatment, or regarding any courses of action that
management may take in maintaining financial flexibility. In most
cases, management is the sole source of information to the auditor
for originating this information. The auditor would lack tools to
verify this information, especially in satisfying the completeness
assertion.

The criteria of "when it is at least reasonably possible" is too
low a threshold. Especially since paragraph 21 footnote 12 states
that "it is always considered at least reasonably possible that a
customer, taxpayer, grantor, or contributor will be lost."
Accountants will face great difficulties in auditing this
information.
FASB Statement No. 105 "Disclosure of Information
About Financial Instruments Will Off Balance Sheet Risk and
Financial Investments with Concentrations of Credit Risk" already
requires adequate disclosure.
The additional burden placed on
accountants by this proposed disclosure and the additional costs
which will be incurred in order to prepare this disclosure are not
commensurate with the benefits derived.

24

Disclosure of certain areas (such as major suppliers, materials,
and customers) could cause undue risk and hardship to the entity.
For example, a disclosure that the entity is vulnerable, because of
its reliance on a major supplier for a certain raw material it uses
in its manufacturing process, may severely limit the entity's
ability to negotiate the price of that raw material in the future.
Other areas of disclosure (such as dependence on patent protection
and assets subject to appropriation)
could be considered
confidential and their disclosure could also be detrimental to the
entity.

26-28

The issue of Financial Flexibility goes beyond the guidance
presently provided by SAS 59. Some of the dangers with this issue
are:

1.
2.

Added costs to the entity receiving professional services due
to the fact that the accountant would practically have to
prepare a forecast to comply with this requirement.
The accountant would in some cases become a predictor of doom
— or may actually assist in the occurrence of an event — For
example, if the footnotes reflect a possible difficulty in
obtaining a renewal of a line-of-credit, it could place
pressures on the entity's bank on whether or not to renew the
financing.
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Chase Manhattan Corporation

Lester J. Stephens. Jr.

33 Maiden Lane
New York, New York 10081

Senior Vice President and Controller

CHASE
July 22, 1993
Frederick Gill
Senior Technical Manager - Auditing Standards Division
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

File Ref. No. 4290

Dear Mr. Gill:

The Chase Manhattan Corporation (Chase) appreciates the opportunity
to comment on the Proposed Statement of Position, Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility (the ED) . Chase does not support the issuance of this
document as a final standard.
Our opposition arises because the AICPA is seeking to move highly
subjective and judgmental information into the audited financial
statements. In many cases, the information being sought is more a
matter of perception or interpretation, as opposed to concrete
facts or numbers.
As such, it will be difficult, if not
impossible, to verify and audit.
Disclosing reasonably possible
scenarios does not meet the conceptual thresholds of reliability
and verifiability set forth in Statement of Financial Accounting
Concept No. 2.

Financial flexibility and liquidity concerns are nebulous concepts
at best.
Two reasonable people may arrive at very different
analyses of a company’s liquidity and financial flexibility. Even
the simple disclosure issue of where a business is located is
fraught with subjectivity. For example, where does Chase conduct
its consumer retail businesses? Is it every location where Chase
has employees? Or is it perhaps every location where an individual
holds a Chase credit card or mortgage?
Or is it only where
significant operations are centralized?
The ED will create unreasonable demands on management to disclose,
and public accountants to audit, information that is nonverifiable.
This situation will create real operating risk to the companies,
which, in turn, will increase liability risks to management and
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their auditors.
Loss of investor confidence and extensive company
and auditor litigation will result, especially if management’s
subjective judgment turns out to be inaccurate, given 20-20
hindsight.
This standard will only serve to further widen the
expectation gap, not narrow it.

Finally, Chase maintains that the AICPA is not the appropriate
forum to develop a standard with such a broad-based accounting
impact.
If a need exists for such a standard (which we doubt),
then the Financial Accounting Standards Board, with its much more
visible and extensive due process and review, should be the
organization to take up the challenge.

We again thank the AICPA for the privilege of responding to this
proposal. If you should have any further questions, please contact
me at (212) 968-3817 or David M. Morris at (212) 968-3769.

Very truly yours,

Hawaii Society of

Certified
Public
Accountants
July 23, 1993

Mr. Frederick Gill

Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Re:

Proposed Statement of Position - Disclosure of Certain Significant Risks and Uncertainties

and Financial Flexibility

Dear Mr. Gill:

The Accounting and Auditing Standards Committee of the Hawaii Society of Certified Public
Accountants has read and discussed the above referenced proposed SOP. While we agree that a
reporting entity's management should disclose significant contingencies, uncertainties and
subsequent events, we disagree with the additional disclosures as proposed for three reasons.
First, the existence of a standard such as the proposed SOP would lead readers of the financial

statements to expect that all risks and uncertainties related to the reporting entity are disclosed,

and that the financial statements are predictive of future events. We believe that the role of
financial statements should be reporting historical results, not predicting future operations. This
places an unreasonable burden on management and independent accountants.
Second, we believe the disclosures could undermine the credibility of financial statements by
casting doubt as to the reasonableness of the information therein.

Third, the reporting companies' zeal to comply (or, more likely, fear of not complying) might

disclose too broad a range of "reasonably possible" events and their impacts. This would make

the financial statement disclosures so cluttered and ambiguous as to render them unintelligible.

P.O. Box 1754
Honolulu
Hawaii
96806
(808) 537-9475
FAX 537-3520

Mr. Frederick Gill

American Institute of Certified Public Accountants
July 23, 1993
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In addition, in general ,we concur with the "minority view" in the proposed SOP.
An alternative to additional disclosures of the nature described in the proposed SOP might be to

disclose in the footnotes that the financial statements present financial position and results of
operations at a point in time based on past events and certain estimates, that continued profits and

recoverability of assets are not assured, and that these financial statements should not be used to
predict future results.

In addition to the above overall comments, we have the following additional comments relating to
the specific requirements of the SOP:

1.

We believe it may be difficult for smaller, less sophisticated companies to comply and that

the burden of disclosure will fall on the independent accountants, adding cost to the
accountants' engagements. This may be especially burdensome in a compilation
engagement.
2.

The definition of severe impact is too vague to be useful in complying with the disclosure

requirements.

Patrick Griggs
Acounting and Auditing Standards Committee

IPG:tlh:201

Goff, Carlin & Cagan
CERTIFIED PUBLIC ACCOUNTANTS
Member:
American Institute of Certified Public Accountants
Massachusetts Society of Certified Public Accountants

July 23, 1993

Allan S. Goff. CPA
Bruce M. Carlin, CPA
George Cagan, CPA
Harold Shapiro, CPA
Irwin I. Thomashow, CPA
Albert L. Bisceglia, CPA
Kevin P. Corey, CPA
Stephen C. Whitney, CPA

Stephen Mosiejcruk, CPA
Bradford W. Verge, CPA
Larry H. Woolson, CPA
Wilma Hanley, CPA
Donald M. Boissoneau. CPA
Harold L Hough, CPA
Jon Shepeluk, CPA
Dean H. Koopman, CPA
Michael A. Kerr, CPA

Senior Consultants
Samuel Goff, CPA

Mr. Frederick Gill,
Sr. Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York,NY 10036-8775

Dear Mr. Gill:

On behalf of our firm I wish to submit this letter of comment on the proposed
statement of position, Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility. Our perspective will be from closely held businesses.
As far as the disclosure relating to the nature of operations is concerned, we
believe this is a positive requirement and our firm presently has instituted this
disclosure.
The disclosure requirement of a general nature for the use of estimates in
preparing financial statements seems to be reasonable and should not pose any
significant problems to small businesses.
In the area of disclosure regarding certain significant estimates I can see some
potential problems in accurately disclosing this information, particul
arly for
small businesses.
Some of the examples listed in the area of inventory and
equipment subject to technological obsolescence leaves a significant amount for
subjectivity upon management and we as the accountants to interpret and to place
judgment on that subjectivity. If there is a disagreement between management and
the accountant it seems that to fully disclose an area such as technological
obsolescence the use of specialists might be warranted.
I am not sure that
further information in a footnote would enhance the readers of financial
statements in determining whether there is inventory or equipment subject to
technological obsolescence.
It seems to me that anyone involved as a creditor
or other user of the financial statements would want to find out this information
from management interviews, company brochures, industry publications etc.

Further, a note regarding the general use of estimates in the preparation of
financial statements reveals an inherent risk that the estimate may not be as
accurate using hindsight as the criteria.
The user of the statements would be
inherently aware of this.

I believe there would have to be significant evaluations of confidential
information to determine whether disclosure would be required regarding this
portion of the proposed SOP.
I think using confidential client information to

446 Main Street, Worcester, MA 01608 • (505) 791-3568 • Fax: (508) 753-3019 / 386 Main Street, Southbridge, MA 01550 • (508) 765-5484 ■ Fax: (508) 765-939
781 Main Street, Whitinsville, MA 01588 • (508) 234-7127

Mr. Frederick Gill
AICPA
Page 2
determine whether inventory or equipment is subject to technological obsolescence
might be damaging to the company.
In the area of current vulnerability due to concentrations I do see the risk in
exposure that the required disclosures could reveal considerable confidential
information.
Specifically, I am referring to the illustrative disclosure E
scenario where Felt Pharmaceutical Company discloses that a patent for a major
product expires in the upcoming year.
This patent apparently accounts for 35%
of the company’s revenues and a higher percentage of its gross profit. It seems
to me that creditor information sources such as Dunn & Bradstreet would be
revealing significantly more about the operations than a general user financial
statement would require, particularly if Felt's competitors have access to those
financial statements. Again, I am talking about closely held businesses. The
revealing of this information might provide a competitive advantage in terms of
knowing already what the existing product revenue and gross profit percentages
are and further that the patent is expected to expire.
It seems to me that the
expiration of a patent is already a matter of public record. It is pretty clear
from this disclosure that this proposed SOP is leading its way to segment
reporting which is a public company type reporting requirement. As far as public
companies are concerned, it may be irrelevant in terms of some proprietary
information because of the access of this financial information to the public in
general.
Again, I think that any serious user of a financial statement would
have further inquiries beyond the financial statement with management to
determine whether the company is credit worthy or for whatever reason the
creditor wants to be associated with the company. This information would be most
beneficial in management discussions with financial statement users.

I see a significant problem in the area of disclosure for financial flexibility.
The main concern is that it appears to be presumptuous on the notion that
companies prepare cash flow budgets and forecasts as a matter of general
management functions.
It is our experience that very few of our small business
clients have the ability and sophistication without our assistance to provide
this information.
As a matter of fact, this service is provided by accounting
firms on many matters such as financing, and buy-sell arrangements.
Again, it
appears to me that the users of these financial statements if required, could
request projected cash flow and forecast statements from the company in
evaluating whether to be involved with the company or not. This seems to be the
practice right now particularly in the area of financing.
I think the cost of
adhering to this disclosure would far outweigh its benefit in most circumstances.
I think the going concern disclosure adequately provides the reader of the
financial statement of substantial doubt about the entity's ability to continue.
A reasonable possibility that the entity will not have the ability over the near
term to pay its expected cash flows without taking certain actions leaves
significant subjectivity. There would be significant disparities between
financial statements from various accounting firms.
We agree totally with the minority dissenting opinion.
I would further submit
that the additional requirements espoused by this proposed SOP would actually
force many of the small businesses to seriously consider compiled financial
statements without disclosures. This trend would not be in the best interest of

Mr. Frederick Gill
AICPA
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of financial statement users and would create serious conflict with these users.
Financial statement users have to do some homework themselves and cannot expect
financial statements to address every potential adverse issue particularly in the
area of projecting out near term or long term impacts on companies.
I say this
as I review illustrative disclosure G on page 34 relating to a union contract
negotiation.
The example concludes that disclosure is not required. The basis
for that conclusion is
management expects that there will initially be
substantial differences between what is offered to the union and union demands
but management has no reason to believe that those differences would result in
a protracted conflict. It seems to me that this would be a reason why management
might believe there would be a protracted conflict. If management's conclusion
is inaccurate would the financial statement users be provided with information
to be used for potential litigation?
To summarize, I believe the information provided in the nature of operations and
the use of estimates for preparation of financial statements seems reasonable.
The other requirements places too much subjectivity where more confusion and
disparity may be the result as notes to financial statements would tend to be
versions of management's and accountants' opinions, leaving the door wide open
for litigation and the possibility of revealing confidential information.

If there are any questions or comments regarding our responses please let us
know.
Sincerely,

Albert L. Bisceglia, CPA

MINNESOTA SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
1230 Northwestern Financial Center • 7900 Xerxes Ave. South
Minneapolis, Minnesota 55431-1183
(612) 831-2707 • MN (800) 331-4288 • FAX (612) 831-7875

July 22, 1993

Mr. Frederick Gill

Senior Technical Manager

Accounting Standards Division

File Reference 4290
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, New York 10036-8775

Re:

Exposure Draft on Proposed State of Position (SOP) "Disclosure of Certain

Significant Risks and Uncertainties and Financial Flexibility"

Dear Mr. Gill:
As Chair of the Minnesota Society of Certified Public Accountants' Accounting and Auditing Committee
I am responding on behalf of the Committee with our comments concerning the above-referenced

proposed Statement of Position. The views, comments, and opinions expressed herein are entirely those

of the Accounting and Auditing Committee of the Minnesota Society of Certified Public Accountants and
are not necessarily those of the Minnesota Society of Certified Public Accountants or of its Board of

Directors.
Committee members have received a copy of the June 18, 1993 Private Companies Practice Section

Technical Issues Committee (TIC) letter of comments regarding the referenced exposure draft. As a

Committee, we are in general agreement with the TIC letter of comments and are of the opinion that the
proposed SOP creates more problems than it solves. We are also in agreement with the minority view of

the AcSEC members as presented in paragraph 32 of exposure draft. Our major comments and concerns
on the proposed SOP are as outlined below.

The SOP does not establish reasonably objective criteria for disclosure purposes and the terms "severe
impact" and "reasonably possible" are too subjective for definitive disclosures. FASB Statement No. 5
does not provide adequate definitional guidance when the notion of "reasonably possible" is applied to a

wide range of possible future events. The requirements of the proposed SOP are so broad that they do
not provide an objective basis for the development of reliable information.
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Disclosures concerning financial flexibility will tend to present most small businesses in a negative manner

because of their inherent characteristics. The disclosures could produce misconceptions about the
financial stability of an entity which will be difficult to overcome given the negative nature of the

disclosures. The financial flexibility disclosure is, in essence, an early warning of a possible going concern
problem even though one may not exist.

Current vulnerability disclosures due to concentrations can potentially place a business at a competitive

disadvantage when dealing with major customers and suppliers. Criteria for disclosure would be whether
it is at least "reasonably possible" that events could cause the near-term severe impact will occur. This
disclosure would be very subjective.

The Committee feels that the costs and benefits of the disclosure requirements in the areas of significant

estimates, vulnerability due to concentrations, and financial flexibility would place disproportionate

economic burden on nonpublic entities. Practitioners will also face a heavy burden. Extreme caution will
need to be exercised when making required disclosures. Foresight will be required and this could lead to

serious second guessing. Auditors of smaller companies should not be required to attest to disclosures
that are essentially prospective in nature. The threshold for the required disclosures for smaller
companies will be low and the range of risks and uncertainties that could have an adverse effect on

smaller entities is virtually unlimited.

The Committee also feels that additional, and in most cases unnecessary, "boiler-plate” language will be
added to financial statements to disclose the fact that they include estimates.

Committee members are concerned that the proposed SOP appears to establish a disclosure cut-off date

for certain significant estimates and financial flexibility that extends beyond the date that field work is
completed. Clarification will be required.
In summary, members of the Accounting and Auditing Committee of the Minnesota Society of Certified
Public Accountants are concerned with the SOP’s lack of objective criteria for disclosure purposes. Most

of the required disclosures are of a "soft" prospective nature and members feel the disclosures are likely
to be misunderstood and will not raise the overall quality level of reporting. Thank you for allowing us
this opportunity to present our views, comments, and opinions.

Sincerely,

Steven E. Miller, Chair
Accounting and Auditing Committee
Minnesota Society of Certified Public Accountants

FAX: (410)561-4586

(410)561-4411

WABC
Weil, Akman, Baylin & Coleman, P.A.
CERTIFIED PUBLIC ACCOUNTANTS

201 WEST PADONIA ROAD. SUITE 600
TIMONIUM. MARYLAND 21093-2186

July 22, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference #4290
American Institute of Certified Public Accountants
1211 Avenue of the Americans
New York, New York 10036-8775
Re:

Exposure Draft on Proposed Statement of Position "Disclosure
of Certain Significant Risks and Uncertainties and Financial
Flexibility”

Dear Mr. Gill:

One of the functions of the Accounting and Auditing Committee of
Weil, Akman, Baylin and Coleman, P.A. is to review and communicate
all relevant material to the individuals within the firm and update
all policies and auditing procedures needed to comply with these
pronouncements. The Accounting and Auditing Committee has reviewed
the Exposure Draft on Proposed Statement of Position, "Disclosure
of Certain Significant Risks and Uncertainties and Financial
Flexibility” and would like to make known our unanimous opinion
regarding said document.
We concur with the negative opinion as
stated by the American Institute of Certified Public Accountant’s
Technical Issues Committee of the Private Companies Executive
Committee, of which a copy is attached for clarification.
In summary, Weil, Akman, Baylin and Coleman, P.A. is very concerned
with the potential impact this proposal could have on the majority
of our clients which are small to medium sized businesses and would
like to see this Statement of Position abandoned. The disclosures
which would be required are easily misinterpreted and could
distance our clients from the services which we provide currently.
This will occur through lower level services (e.g. compilations and
reviews) or reduced sincerity towards our firm.

We appreciate the opportunity to present these comments on behalf
of Weil, Akman, Baylin and Coleman, P.A., a local firm within the
state of Maryland. We would be pleased to discuss these comments
with you or a representative of the Accounting Standards Executive
Committee at your convenience.

Sincerely,

WEIL, AKMAN, BAYLIN & COLEMAN, P.A

Neil S. Stulman, CPA
Partner

Weil, Akman, Baylin & Coleman,

P.A.

Division for CPA Firms
1211 Avenue of the Americas
New York, NY 10036-8775
(212)596-6200
Fax (212) 596-6213

June 18, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
Re: Exposure
Draft
on
proposed
Statement
of
Position
"Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility
Dear Mr. Gill:

One of the objectives that Council of the American Institute of
CPAs established for the Private Companies Practice Executive
Committee is to act as an advocate for all local and regional
firms and represent those firms’ interests on professional issues,
primarily through the Technical Issues Committee (TIC).
This
communication is in accordance with that objective.
TIC has reviewed the above referenced exposure draft concerning
disclosure of significant risks and uncertainties and financial
flexibility.
The proposed disclosures may provide useful
information to investors of publicly-held companies, which already
are required to disclose some of this information pursuant to Item
303 of SEC Regulation S-K.
However, TIC strongly believes the
proposed disclosures are unnecessary for privately-held companies
because present or potential investors, creditors and other users
of private company financial statements usually have access to
information not available to stockholders of publicly-held
companies.
Moreover, because privately-held entities do not have
established systems to accumulate and formally report such
information like publicly-held companies, the cost of complying
with the standard will be disproportionately greater for them. We
are currently participating in a field test of the proposed
statement and will provide information by the comment deadline on
the estimated cost of implementing the standard for audits,
reviews and compilations of smaller companies. The field test may
bring to light areas where CPA firms might face increased legal
liability exposure as a result of this proposal. We will discuss
such concerns in our next comment letter.

The following comments and suggestions are offered for your
consideration.
We will begin our commentary by discussing the
overall potential impact the statement may have on small,
privately-held companies.
We will also comment on specific
concepts contained in the proposal, which we believe may need
further clarification if the statement is adopted.

IMPACT ON SMALLER BUSINESSES
Small Business Environment
Owners of small businesses typically maintain close business
relationships with their bankers, major vendors and customers.
They routinely provide information to these outside parties that
is generally not made available to investors and creditors of
publicly-held companies.
In fact, our experience indicates that
those with a vested interest in the financial affairs of smaller
businesses usually obtain the necessary information to reach their
own conclusions about most significant risks and uncertainties
associated with those entities.
Access to Financial Markets

Smaller businesses often may be under capitalized.
As a
consequence, they rely largely on the financial resources and
credit history of their owners or shareholders.
These businesses
commonly deal with one or perhaps two lending institutions and
routinely modify or renew existing credit agreements in response
to seasonal changes in cash flows. A smaller entity's ability to
meet its near term cash outflow needs is very dependent upon
actions taken by management (e.g., additional capital infusions,
negotiation with lenders, etc.).
Because of these inherent
characteristics of smaller businesses, we believe the proposed
disclosures concerning financial flexibility will tend to present
them in a negative manner.
Bankers and investors may have
difficulty overcoming these negative disclosures and, as a result,
could be reluctant to provide financing to such entities.

Possible Impact of Costs Associated with Proposed Statement

In today's environment, smaller businesses are confronted with a
variety of economic challenges, including rising health care
costa, foreign competition, environmental protection costs and
government regulations.
In an effort to reduce costs, many are
opting for reviews and compilations instead of audits.
Because
the proposed disclosures would also be required for reviews and
compilations,
smaller
entities
would
be
particularly
disadvantaged. The relative increase in the cost of such services
as
a
result
of
these
additional
disclosures
will
be
disproportionately greater for them.
Consequently, if this
proposal is adopted, we believe more reporting entities will elect
to omit the financial statement disclosures required by generally
accepted accounting principles.
This, in turn, will place
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pressure on the
compilations.

financial

community

to

accept

non-disclosure

Disclosure of Proprietary Information

Generally
accepted
accounting principles
currently
require
publicly-held companies to disclose sales to any single customer
if 10 percent or more of its sales are derived from that customer.
Nonpublic enterprises are required to disclose information about
economic dependency when such disclosures may be necessary for a
fair presentation. Many nonpublic companies use the 10 percent or
more threshold as a basis for disclosing this information.
Accordingly, we believe that current accounting standards already
provide information to financial statement users that allows them
to evaluate the company’s economic dependency.
The disclosures required by the proposed statement relating to
current vulnerability due to concentrations would, in effect, be
an unequivocal declaration by the company that the loss of a
particular customer or group of customers will have a near-term
severe impact on its operations. We believe such disclosures can
place many smaller businesses at a competitive disadvantage.
The
fact that a company transacts a large volume of business with a
major customer is usually known by both parties.
However, a
company usually does not disclose to major vendors and customers
that its economic viability is dependent upon them.
Preliminary
discussions with clients of TIC members suggest that management
believes disclosure of this information may place a company at a
disadvantage when negotiating with major customers and suppliers.
Management expressed similar concerns about the disclosures
relating to certain significant estimates, because they may also
place a company at a competitive disadvantage by providing
competitors
with
information
about
company
strategy
and
vulnerability.

Recommended Scope of Proposed Statement
Creditors and other financially related parties of nonpublic
entities routinely obtain information required by the proposed
disclosures concerning certain significant estimates, current
vulnerability due to concentrations and financial flexibility.
either through collateral monitoring visits or face to face
meetings with management. The financial statements, combined with
information obtained from management, provide a factual basis for
interested parties to reach their own conclusions about the future
prospects of the company.
We strongly believe auditors, particularly auditors of smaller
companies, should not be required to attest to disclosures that
are essentially prospective in nature.
From TIC’s perspective,
the provisions of this proposal will be onerous for smaller
companies to apply since their threshold for the required
disclosures will be particularly low.
Moreover, the range of
possible risks and uncertainties that could have an adverse effect
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on smaller entities
is virtually unlimited.
Significant
additional audit procedures will be required to ensure that all
relevant disclosures have been made.
In view of the prospective
nature of some of these disclosures, we believe the information
provided will likely become obsolete within a relatively short
time after the financial statements are issued.
For the reasons cited above, if this proposal is adopted, we
believe the provisions of the statement should not be applied to
nonpublic enterprises, as defined in paragraph 13 of FASB
Statement No. 21, "Suspension of the Reporting of Earnings per
Share and Segment Information by Nonpublic Enterprises."

CONCEPTS IN PROPOSED STATEMENT
Terms and Definitions
The terms "severe impact" and "reasonably possible" are too
ambiguous and subjective to provide a definitive basis for the
proposed disclosures. We believe that unless reasonably objective
criteria are established to determine appropriate disclosures,
practitioners will tend to "over-disclose" to avoid possible
litigation.
Such an approach could result in "boiler plate"
disclosures, eroding the credibility of financial statements.
Even worse, they have the potential of becoming a self-fulfilling
prophecy - by causing creditors and suppliers to change their
attitude toward a company.
Specific comments concerning some of
the terms used in the proposal follow.

Reasonably Possible This term, by itself, does not provide an
objective basis to evaluate future events.
Practitioners are
comfortable
with
its
use
when
evaluating
contingency
disclosures since it is usually determined by default rather
than by specific identification. For example, when used in the
context
of
FASB
Statement
No.
5,
"Accounting
for
Contingencies," the notion of reasonably possible is applied to
an existing condition or set of circumstances.
If the
condition under evaluation does not fall within the range of
the other two more easily understood terms, "remote" and
"probable," it is considered to be reasonably possible.
When
this term is applied to a specific situation and used in
conjunction with the other two terms defined in FASB Statement
No. 5, it provides acceptably objective results. However, that
objectivity diminishes dramatically when the notion of
reasonably possible is singly applied to a wide range of
possible future events.
Severe Impact This term is defined as more than "material" but
less than "catastrophic."
Materiality is a matter of
professional judgment and is influenced by the accountant's
"... perception of the needs of a reasonable person who will
rely on the financial statements."
We believe it would be
inappropriate to define "severe impact" in relation to
materiality since that term itself is highly subjective. Also,
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the term catastrophic, as used in the context of this
statement, is new to most practitioners and may be subject to
wide interpretation.
We believe defining severe impact in
relation to these two terms would, in effect, raise the level
of subjectivity by the product of two other terms that are
themselves subjective.
Moreover, use of an obscure term adds
another layer of subjectivity to the information provided in
financial statements.

Information Management is _ Reasonably Expected to Know
This
concept, used in conjunction with the disclosures relating to
financial flexibility, will be most difficult for accountants
to evaluate.
We believe it will present interpretation
questions similar to those occurring with the "ability and
intent" notion.
Accountants may have difficulty determining
the sort of information management is reasonably expected to
know and, as a consequence, could be forced to rely on
management representations, which, as evidence suggests, can
lack objectivity.
Issuance Date of the Financial Statements

The disclosure requirements relating to certain significant
estimates and financial flexibility would be based on information
available prior to issuance of the financial statements.
It is
unclear whether that date should coincide with the issuance date
of the accountant’s
report.
Under existing professional
standards, most practitioners use the date of the accountants’
report as the cut-off date for the note disclosures.
It appears
that the proposed statement is establishing a disclosure cut-off
date that extends beyond the date the field work is completed. In
the small business arena, this could result in increased costs to
the client if additional procedures are required.
Disclosures Concerning Nature of Operations and Use of Estimates

We believe the proposed disclosures relating to the nature of
operations and the use of estimates in the preparation of
financial statements would provide useful information to users
about an entity’s ownership, size, major products and the basis
for the information provided in the financial statements. Because
the effort to accumulate this information should not be overly
burdensome, we believe the cost of providing such disclosures
would be commensurate with anticipated benefits.
Certain Significant Estimates

Paragraph 19 states that, "Disclosure of routine estimates
normally is not required because such estimates generally would
not be subject to wide variations that could materially affect the
financial statements."
The allowance for doubtful accounts
receivable is provided as an example of such an estimate.
It
cites an entity’s credit policies, prior collection experience and
a lack of concentration of accounts receivable as factors that may

5

suggest the estimate of collectibility is not subject to wide
variations.

TIC believes the foregoing exemplifies the subjective nature of
the disclosures required by this provision.
A prudent person
could easily conclude it is "reasonably possible" an entity's
collection experience may significantly change over the next
twelve month period, adversely affecting the financial statements.
A company's favorable collection trend can deteriorate rapidly.
In view of the foregoing, we do not believe prior collection
experience would necessarily provide sufficient basis for not
disclosing the potential near-term effects of the risks and
uncertainties associated with estimates relating to the valuation
of accounts receivable.
If disclosures of certain significant estimates used by management
are required, we believe they should discuss, in general terms,
how material changes in those estimates could impact the company's
financial status. Users could then evaluate this information and
reach their own conclusions about the risk factors associated with
management's estimates.

Current Vulnerability Due to Concentrations

TIC believes the benchmark for disclosing concentrations - events
that make "the enterprise vulnerable to the risk of a near-term
severe impact" - is too discretionary and would likely increase
the cost of financial reporting for many entities. FASB Statement
No.
14,
"Financial Reporting for Segments of a Business
Enterprise," requires publicly-held companies to disclose sales to
a single customer when 10 percent or more of the company's sales
are derived from that customer. Such an objectively determinable
disclosure adequately informs financial statement users of the
company's vulnerability due to sales concentration. If additional
disclosures are required for other types of concentrations, we
believe they should be based on an objective criteria, such as a
percentage of sales, expenses or total assets.
The last two sentences of paragraph 23 seem redundant.
those sentences could be replaced with the following:

Perhaps

If the general nature of the risk or uncertainty is evident
from the description of the concentration,
no further
explanation is necessary.

Financial Flexibility

TIC believes the disclosures relating to financial flexibility
would negatively portray the liquidity of many entities,
especially smaller businesses. Smaller companies routinely engage
in the courses of action described in paragraph 27.
Therefore,
those that do not maintain a line of credit with a financial
institution will be required to provide these disclosures in their
financial statements.
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It is unclear whether all reasonably possible events should be
considered when evaluating an entity's ability to pay its expected
cash outflows.
For example, an entity may be required to prepare
a cash flow forecast to determine whether this disclosure is
necessaryBecause a cash flow forecast is based on a number of
key assumptions, it is not clear whether these assumptions should
incorporate the effects of all other reasonably possible factors
identified by management (e.g., potential loss of a major
customer).
The final statement should discuss this issue and
provide some guidance on the type of assumptions that need to be
considered when determining estimates of future cash flows.
Illustrative Disclosure H - Paragraph A.47
This example draws the conclusion that disclosure of the potential
for changes in two long-term projects is unnecessary because of
the company's history of making accurate estimates.
In view of
the inherent characteristics of the construction industry, most
TIC members believe it is always possible that the actual results
could significantly differ from original estimates, even though a
company has a history of making accurate estimates.
This
difference in interpretation illustrates the highly subjective
nature of this disclosure.
In our view, this added layer of
subjectivity could expose accountants to additional litigation.

Moreover,
taking the aforementioned example again, from an
auditor's perspective
it may be difficult to support the notion
that the foregoing
projects were not disclosed because of the
company's history of
aking accurate estimates if the internal
control structure re ting to the estimation techniques has not
been tested. This could suggest to some auditors that an entirely
substantive audit approach in this area may no longer provide all
the information he or she will need.

Closing Comments
In summary, TIC is very concerned with the potential economic
impact this proposal could have on smaller businesses, in view of
the "soft" nature of the information that would be disclosed and
the likelihood of misinterpretation of the disclosures. Moreover,
client perceptions concerning the negative nature of the proposed
disclosures may serve to distance smaller businesses from the
services provided by CPAs, either through election of lower level
accounting services (e.g., compilations or reviews) or reduced
candor towards CPAs. We recognize your efforts stem from a desire
to raise the overall level of public confidence placed on the work
of CPAs. However, we believe that goal, as it relates to smaller
entities, should be pursued through other means.
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appreciate the opportunity to present these comments on behalf
of all local and regional firms.
We would be pleased to discuss
our comments with you or representatives of the Accounting
Standards Executive Committee at your convenience.

We

Sincerely,

Judith H. O’Dell, Chair
PCPS Technical Issues Committee

File 2220

cc:

PCP Executive and Technical Issues Committees
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J. Michael Kelly
Vice President - Controller

GTE

GTE Corporation
One Stamford Forum
Stamford. CT 06904
203 965-2000

July 23,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
GTE appreciates the opportunity to respond to your request for comments on the proposed
Statement of Position (“SOP”), “Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility.”
We support the action taken by the AICPA to extend the disclosures regarding the nature of
an entity's operations and the use of estimates in the preparation of financial statements to
additional entities heretofore not required to provide such disclosures. However, we do
not agree with the remaining disclosures the AICPA is proposing in the SOP.

The third proposed disclosure, which would require disclosure of the potential near-term
effects on the financial statements of the risks and uncertainties associated with the use of
estimates, is of particular concern for a number of reasons. First and foremost, we believe
the additional time and effort necessary to develop these disclosures would be unduly
burdensome. In addition, because these disclosures will become an integral part of the
financial statements, increased audit fees will be unavoidable and greater than any perceived
benefit to financial statement users.
Secondly, we are concerned with regard to the subjectivity involved in the development of
these disclosures. For that reason, we believe that these disclosures are potentially
contentious, especially in light of the fact that they will have been subject to audit by
independent accountants. We believe that users of financial statements may place
unwarranted reliance on these disclosures which may lead to greater liability on the part of
management and its independent accountants.

Also of significant concern is the requirement to identify material gain or loss contingencies
when it is “reasonably possible” that the estimate used in determining the gain or loss will
change. By definition, estimates are approximations or tentative calculations, and as such
subject to constant change. Therefore, virtually all estimates would be included in the
scope of the SOP. In addition, this type of disclosure generally causes anxiety among
readers of financial statements due to its vagueness and also may cast doubt on
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management’s ability to formulate its “best estimates” in the preparation of financial
statements.
The SOP purports to extend the requirements of Statement of Financial Accounting
Standards No. 5, “Accounting for Contingencies” (“FAS 5”). However, it is our opinion
that in its attempt to supplement FAS 5, the AICPA has suggested disclosure of
meaningless information. As previously stated, it is at least reasonably possible that in
virtually all circumstances, future events may occur confirming the fact that a change in an
estimated gain or loss is necessary (whether in the near or long term). Consequently, this
proposed disclosure encompasses a virtually unlimited spectrum of competitive, market,
legal, regulatory, environmental and other issues that would be required to be reported even
if there is substantial doubt as to the occurrence of such future events. The additional cost
of gathering, analyzing and auditing the information that would be included within the
scope of “reasonably possible” events would far outweigh any potential benefit.

With regard to the fourth proposed disclosure of vulnerability due to concentrations, we
believe the AICPA is acting prematurely in expanding the disclosures currently required by
Statement of Financial Accounting Standards No. 105, “Disclosure of Information about
Financial Instruments with Off-Balance-Sheet Risk and Financial Instruments with
Concentrations of Credit Risk” (“FAS 105”). FAS 105 was issued in March 1990 after
much critical comment by industry as to its usefulness and burdensome requirements. The
effectiveness of FAS 105 has not yet been evaluated, and as such we believe that to expand
its scope at this time is imprudent Additionally, we believe the disclosure requirements of
Statement of Financial Accounting Standards No. 14, “Financial Reporting for Segments
of a Business Enterprise” provide adequate information with regard to significant
customers and the risk involved with such concentrations.
Finally, while the proposed requirement to disclose information regarding an entity's
financial flexibility may be of use to financial statement users, we do not believe such
information should become an integral part of the financial statements. Rather, since this
information represents a forecast of future trends, events and actions, we believe it should
continue to be part of the liquidity and capital resources section of management’s
discussion and analysis, and thus, not subject to audit by the independent accountants.

GTE is pleased to have had the opportunity to express its opinions regarding the proposed
SOP.
Very truly yours,

Michael Kelly

JMK:mm

Biggs, Kofford

& Co., P.C

July 20, 1993
Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

This letter is in direct response to the exposure draft entitled
"Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility" dated March 31, 1993. Our specific comments
regarding such are as follows:

Overlap With Existing Standards
As stated within the exposure draft, various aspects of the
proposed
SOP
would
"overlap"
with
existing
standards.
Specifically, the provisions related to "certain significant
estimates" cover issues specifically addressed within FASB 5, and
the provisions related to "current vulnerability due to
concentrations" and "financial flexibility" overlap the conditions
commonly addressed in applying SAS #59. The "current vulnerability
due to concentrations" provision also overlaps with FASB 105 and
FASB 107.
The "certain significant estimates" provision attempts to expand
the concept of contingencies introduced under FASB 5 to include a
factor related to estimates utilized by management in the
preparation of the financial statements. The specific examples of
stated balances which could potentially give rise to such
contingencies cited within the exposure draft, (Pg 13, Prgph 15),
deal for the most part with the management assertion associated
with valuation. Such assertions underlie the basis for the opinion
issued in conjunction with attest engagements.
For example, the
effect on the value of inventory of technological obsolescence as
of the balance sheet date should be evaluated and reflected under
the lower of cost or market concept. Likewise, FASB 109 provides
for the application of a valuation allowance in instances where the
future utilization of net operating losses or other deferred tax
assets are suspect based upon anticipated results of operations.
Thus, the exposure draft would in essence require disclosure
regarding the tentative nature of the basic estimates which support
the information presented within financial statements presented in
accordance with GAAP. This cannot help but undermine the user’s
confidence in such financial statements.

Members-American Institute of
Certified Public Accountants
Private Companies Practice Section

Certified Public Accountants

Management Consultants

630 Southpointe Court, Suite 200, Colorado Springs, CO 80906
719/579-9090 FAX 719/576-0126
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It is difficult to separate the concepts of "severe impact" and
"financial
flexibility"
introduced
within
the
"current
vulnerability due to concentrations" and "financial flexibility"
provisions from the matters which would give rise to substantial
doubt about an entities ability to continue as a going concern
under SAS #59. Specifically, the "financial flexibility" provision
would appear to further the scope of required disclosure beyond
that standard due to the fact that it: 1.) introduces a threshold
of "reasonably possible", and 2.) focuses specifically upon cash
flows as opposed to overall going concern ability. In terms of the
objective of disclosing to the user's of the financial statements
the potential failure of the entity being reported upon to remain
as a going concern in the near term, there is no evidence that the
application of SAS # 59 is not "adequate", and the basis for this
provision as it relates specifically to such an objective is
unfounded.

Predicting of Future Events
The scope of currently promulgated GAAP, and the financial
statements presented in accordance therewith,
specifically
addresses the financial position and related results of operations
and cash flows of an entity as of a specific date and over a period
of time. Under current standards, the disclosure of future events
(i.e. contingencies and subsequent events) is limited for the most
part to events of which management was aware as of the report date.
Furthermore,
the disclosure of possible loss contingencies is
generally supported by the opinions of related experts (i.e.
attorneys), thereby reducing the extent of judgement exercised by
the accounting practitioner.
It is very difficult to relate the
scope of the "current vulnerability due to concentrations" and
"financial flexibility" provisions of the proposed SOP to the
current scope in terms of either the timeframe or the nature of the
information presented.
Instead, these provisions require the
practitioner to provide disclosure regarding the practitioner’s
prediction of future near-term events which bear no relationship
to the stated balances presented within the underlying financial
statements.
The concept of practitioners providing information
related to the future operations of the entity being reported upon,
except in a very broad sense (i.e. under SAS #59), represents a
substantial departure from current practice. Although there are
a number of similar conventions which have been proposed over the
years (i.e. current value reporting, etc.), the concept of what
might or might not be useful information to financial statement
users has historically been balanced against what can reasonably
be addressed by practitioners.
Given the marked increase in
practitioner judgement required to effectively conform to such
provisions, expectation of the implementation of such standards in
a uniform manner based upon the guidance provided within the
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exposure draft, especially as it relates to compilation and review
engagements, is unrealistic.

As noted within the "Minority View" expressed within the exposure
draft, there is most certainly a "completeness" issue which arises
with regard to the presentation of information related to future
events. With the inclusion of such information within financial
statements and the related disclosure, comes the user’s perception
that all such issues (i.e. as related to "concentrations" or
"financial flexibility") have been addressed and disclosed. The
ability of the profession to live up to such expectations based
upon implementation of the exposure draft is nil.
Usefulness of Such Information

The provisions of the exposure draft would obviously require the
disclosure of information beyond that which is currently presented.
Therefore, there is a presupposition that such information is in
fact useful to the users of the financial statements.
If it is
accepted that such information is "useful", which is certainly
debatable, the subjectivity of the application of the provisions
as introduced under the exposure draft, it is highly unlikely that
the uniformity of such information as presented by practitioners
in general would result in a consistency level such that the
information presented (or not presented) in particular financial
statements could effectively be "relied" upon.

Conclusion
While it is easy to understand the basis for the concepts
underlying the presentation of information under the "current
vulnerability due to concentrations" and "financial flexibility"
provisions of the exposure draft, it is our opinion that such
provisions should not be implemented, as discussed previously,
because:

-

the provisions represent a marked departure from the
current scope of attest engagements, the necessity for
which has not been supported in theory;

the provisions further narrow the scope of existing
standards while the effectiveness of such standards has
not been disproven;
-

the application of such provisions as presented is highly
subjective, and, accordingly, will not be uniformly
applied in practice;

Mr. Frederick Gill
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the usefulness of such information to the potential users
of the financial statements has not been established.
In addition, it is our opinion that the provision related to
"certain significant estimates" is detrimental to overall user
confidence in the subject financial statements, as discussed
previously, and should, therefore, not be implemented.

Thank you for your consideration of these comments.
Sincerely,

Biggs, Kofford & Co., P.C.

MOSS ADAMS
CERTIFIED

PUBLIC

ACCOUNTANTS

July 20, 1993

1001 - 4th Avenue. Suite 2830
Seattle. Washington 98154-1199
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Mr. Frederick Gill, Senior Technical Mgr.

Accounting Standards Division

Offices in Principal Cities of
Washington. Oregon and California
Internationally, Moores Rowland Inti

File 4290
AICPA
Avenue of the Americas

New York, NY 10036-8775
Dear Sir:

Re:

Exposure Draft, Proposed SOP,

"Disclosure of Certain Significant Risks

and Uncertainties and Financial
Flexibility
Moss Adams believes this proposed statement of position should not be issued as a final
document in any form, and this AcSec project should be cancelled.
Moss Adams agrees with the minority view; the exposure draft should not have been
issued, and with respect to the specific reasons for dissent described in paragraph 32.
We believe the Accounting Standards Executive Committee’s issuance of this exposure
draft is not characteristic of its historical activities. The contents of this document arguably

exceed AcSec authority under the AICPA By-Laws.

The basis for our conclusions can be
identified with specific provisions of the proposed statement of position. However, we choose

to avoid technical discussion because our grounds for objection are based on broader concerns.
The draft’s explanation of (accounting) estimates is one of our major concerns.

In

substance, the draft concludes that a change in an estimate could be material to the financial

statements, and therefore, disclosure as specified is necessary. We disagree with that basic
assumption.
Differences between an accounting estimate which has been established in
accordance with GAAP and a different subsequent amount can never have a material effect on
those (previous) financial statements. There ordinarily will be a difference between any estimate
and a (subsequent) amount reflecting the culmination of a transaction, or a subsequent estimate
based on new information not previously existing. This typical sequence does not mean
subsequently determined values which vary, even materially, from previous estimates cause the
previous financial statements to be materially misstated. The effect of the difference is reflected
in subsequent financial statements because, by definition, the difference was caused by events
subsequent to the date of the subject financial statements. The suggestion in the exposure draft
that accounting estimates could cause historical financial statements to be materially misstated
is not only contrary to the existing accounting model; it is also reckless in that it introduces a
new concept of liability for preparers of financial statements as well as CPA’s who are
associated with those financial statements.

MOSS ADAMS
Mr. Frederick Gill
New York, NY 10036-8775

July 20, 1993

Page 2

As acknowledged by the exposure draft, the proposed accounting standards would
effectively modify (change) several currently existing pronouncements enforceable under Rule

203.

Conveniently, the exposure draft explains such modifications as effectively not changing

existing Rule 203 pronouncements, but rather only supplementing the presently required

provisions of those standards. We believe expanding on the existing Rule 203 pronouncements
is in fact changing those pronouncements. A matter excluded from an existing pronouncement

does not mean the authors forgot to cover the additional issues. They might have elected to omit

certain issues for valid reasons. The omission was for a valid purpose, and we believe AcSec
does not have the authority to add to existing 203 pronouncements in such a fashion.

Provisions of the exposure draft reach conclusions regarding several matters that are
currently subjects of FASB discussion memorandums; specifically:
present value-based
measurements in accounting, accounting for impairment of long-lived assets and identifiable
intangibles, and recognition and measurement of financial instruments.
These discussion
memoranda are part of the FASB due process, and issues identified in those discussion
memoranda are subject to further consideration and additional due process.

We question how

AcSec can propose a document which deals with the same or related subjects and draw
conclusions about how those subjects should be accounted for either by direct measurement or
by disclosure.

The proposed disclosure standards include significant forward-looking data, and analysis.
Existing standards for prospective financial statements answer the presumed need for such
information. The proposed statement acknowledges its disclosures exceed those required by the
SEC. This clearly suggests AcSec has exceeded its role as perceived by AICPA constituents,
and possibly its organizational authority.
Finally, we believe the AcSec’s pronouncements are not based on viable due process.
There are no public hearings and the distribution of the exposure draft is effectively limited to
those who become aware of the document’s existence and search out copies. We believe many
CPA practice units have not received and are not aware of the existence of this exposure draft.

Robert L. Bunting, President

George D. Funk, Director of Quality Control

BANK ONE

BANC ONE CORPORATION
100 East Broad Street
Columbus. Ohio 43271 -0261

July 19, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

File 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Subject:

Proposed Statement of Position "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility"

Dear Mr. Gill:
This letter is submitted by BANC ONE CORPORATION (BANC ONE) in response to the

Proposed Statement of Position, "Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility (the "Exposure Draft").

BANC ONE with approximately $75 billion of total assets, is a bank holding company
headquartered in Columbus, Ohio and has bank and trust company subsidiaries located in Ohio,
Indiana, Illinois, Wisconsin, Michigan, Texas, Kentucky, Arizona, Colorado, Utah and West
Virginia. The exposure draft would significantly impact the type of information that is contained
in the financial statements of BANC ONE. Therefore, we appreciate the opportunity to comment
on the Exposure Draft.

The attachment to this letter provides a detailed discussion of our specific comments on the

Exposure Draft.
It is our opinion that the requirements of the proposed SOP are too broad and that they do not

provide an objective basis for the development of reliable information.

Mr. Frederick Gill

July 19, 1993
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While we believe that sufficient disclosures should be made regarding the risks and uncertainties,

and financial flexibility that an entity faces, we also believe that the required SEC disclosures in
the MD&A section provide this information for those entities which report under SEC

regulations. It is our opinion that the current disclosures for SEC entities are sufficient, and that
the proposed disclosures would not provide additional benefit worthy of the additional statement

preparation and audit costs.

We appreciate the opportunity to provide you with our comments.

Very truly yours,

William C. Leiter
Senior Vice President and Controller
Attachment

BANC ONE CORPORATION
Attachment
Proposed Statement of Position
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility"

Nature of Operations
We have no objections to the information contained in the Exposure Draft regarding this topic

Use of Estimates in the Preparation of Financial Statements
We have no objections to the information contained in the Exposure Draft regarding this topic.

Certain Significant Estimates
The required disclosures under FASB Statement No. 5 "Accounting for Contingencies", are

expanded by this proposal without significant benefit to outweigh the costs involved. Disclosure
of a reasonably possible change in estimate could be so subjective and unlimited in scope that
the information disclosed may not be comparable between entities. Disclosure of additional
contingencies not covered by FASB No. 5 would be too broad and would not be informative in
our opinion. We believe that current disclosures in FASB No. 5 and FASB No. 105 "Disclosure

of Information about Financial Instruments with

Off-Balance-Sheet Risk

and Financial

Instruments with Concentrations of Credit Risk", address estimates and risks of an entity in
sufficient detail.
It is our opinion that this portion of the proposal would require very broad disclosures and does

not appear to be beneficial.

Current Vulnerability due to Concentrations
Current GAAP per FASB Statement No. 105 requires the disclosure of information about credit
and market risk in financial statements. Although FASB No. 105 does not deal with other types
of risk, such as liquidity risk and interest rate risk, these types of risks are discussed in
Management's Discussion and Analysis (MD&A) under SEC Regulation S-K, Item 303.

The MD&A requirements apply to any "known trends or uncertainties", whereas the proposed
SOP applies only to known concentrations of risk. Therefore, current disclosure in the MD&A

is more broad. In addition, the proposed SOP requires disclosure only if the effect of the risk
would be a "severe impact" or disruption of business. MD&A disclosures currently include all
material effects, which would also be a more broad disclosure.

BANC ONE CORPORATION
Attachment

Proposed Statement of Position
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility"
Page 2

The proposed SOP would require broad disclosure regarding liquidity and interest rate risk to be

included in the financial statements. As a result, this requirement will change the independent

accountant's relationship to the information, and in turn result in significant increases in operating
costs and audit fees in order for all parties to be in agreement on disclosures that are very broad

in nature.
It is our opinion that the information required to be disclosed in MD&A is sufficient to meet
user's needs and does not need to be a part of financial statements in order to be beneficial.

Financial Flexibility
Current disclosure in MD&A is more broad than the disclosure requirements for financial
flexibility discussed in the proposed SOP. The MD&A section requires discussion of financial
flexibility in all cases, not only when it is reasonably possible that problems will exist. In
addition, the MD&A section discusses both short term and long term financial flexibility, not just
near term. Finally, the MD&A section requires disclosure based upon the cash flow statement,
examining it in terms of investing, financing and operating activities. The proposed SOP would

be less informative and does not specify the form of disclosure required.

Requiring financial

flexibility disclosures to be made part of financial statements will result in increased operating
cost and audit fees, but will provide no increased benefit to financial statement users.
It is our opinion that disclosure currently required

in MD&A is sufficient, and that the

information need not be included in the notes to the financial statements in order to be beneficial.

ARTHUR F. BELL. JR. & ASSOCIATES
Certified Public Accountants

(410) 821-8000
Fax

(410) 321-8359

MEMBERi

American Institute

Heaver Plaza
1301 York Road

of

Certified Public Accountants

Maryland Association of Certified Public

accountants

Suite 200

Lutherville. Maryland 21003

July 21, 1992
Accounting Standard Division
File 4290
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Gentlemen:
We are a three partner public accounting firm in Baltimore. In
writing this letter, we offer our personal opposition to the
promulgation of the proposed SOP,
"Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility."

The primary basis for our opposition to the proposed SOP is that it
comes from the wrong source. This proposed SOP, by its own terms,
represents a significant expansion of the disclosure requirements
required in all financial statements by the Standards of the
Financial Accounting Standards Board.
If these expanded
disclosures are deemed necessary, and we disagree, they should come
via the FASB after its usual comprehensive study and due process
procedures. The new standard would then, at least, have the FASB’s
authority and prestige behind it.
By the AICPA promulgating the
requirements, the auditor is placed in the undesirable position of
imposing on the client unwanted and unnecessary, in the view of
management, disclosure which does not have the imprimatur of the
FASB. We do not believe that the members of the AICPA should place
themselves in that position.
In so far as the substantive provisions of the proposed SOP are
concerned, for the sake of brevity we simply side with the stated
view of the minority of ACCSEC in opposing the SOP.
Further, we
believe that NO new accounting or auditing standards should be
promulgated by AICPA if it does not have the overwhelming backing
of the committee; this SOP does not have such support and should
not be issued.

Auditors should not be required to crawl into the minds of their
client's management nor to prognosticate even the short term
future, which would be required by this proposed SOP. Current FASB
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statements already require too much of this,
primary burden is placed on management.
undoubtedly many plaintiffs' attorneys, would
assume this increased responsibility, but it is

but at least the
Some users, and
like auditors to
impossible.

The "financial flexibility" notes required by the proposed SOP
would create the same kind of destructive, self-fulfilling prophecy
as the formerly required going concern disclaimer. It should not
be reintroduced to our standards.

For public companies, most of the disclosure which would be
mandated by this SOP is already required in periodic reports by the
SEC's Management Discussion and Analysis provisions. Accordingly,
the burden of this disclosure would largely fall on smaller, nonpublic companies.
Much of the information is already regularly
gathered and available from reporting companies, such as Dun &
Bradstreet, and at reasonable cost.
The costs of obtaining and
auditing the incremental information would far outweigh the
benefits to a very limited group of users.
If ACCSEC believes additional disclosure is needed in the areas
covered by this SOP, those matters should be referred to FASB for
consideration. This SOP should NOT be promulgated by AICPA.

Yours very truly,

Certified Public Accountants

CUNNINGHAM

July 21, 1993

Mr. Frederick Gill
Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Proposed Statement of Position (SOP)
Gentlemen:

I am writing because I am very concerned about your proposed SOP that would require
disclosure of certain significant risks and uncertainties and financial flexibility.
Generally, it sure seems to me that all of what you are proposing to establish as new
standard procedures adds a substantial amount of work, and cost to us as an operating
building construction firm. It's ironical that national leaders are constantly reminding us
that we must be more competitive, more efficient and utilize more recent technologies in
order to be successful, long term, in our international market place.

Your new recommended procedures pile more burden on us, not unlike all layers of
government and help to make us less efficient
I strongly recommend that you fully analyze and evaluate the full potential negative impact
of these procedures on all of the businesses that have no need for them before you
implement them. There must be a better way to address whatever concerns people had, in

Robert K. Barton
President

RKB/ls

35 West Commercial Street

•

FW Cunningham and Sons
PO. Box 1140 Portland. Maine 04104

•

207-773-0245

•

Fax 207-773-1776

City of Paola, Kansas

July 22, 1993

Mr. Fredrick Gill, Senior Technical Manager
AICPA
Accounting Standards Division, File 4290
1221 Avenue of the Americas
New York, New York 10036-8775

Mr. Gill,
I am writing in opposition to the proposed SOP Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility. I feel any benefit assumed to be derived by these
standards is itself a subject of dissent, and assuming that these
benefits do, indeed, occur, the cost for such benefits exceed any
acquired value.

As a municipality, we are required by law to performs our tasks in
the public eye, and to make our decisions in the public forum.
There is no greater public disclosure than this. Having to pay an
auditor to somehow create a greater standard of disclosure does not
create any benefit for our shareholders, the taxpayer.
All the
taxpayer gets is an increased bill for auditing services following
the fiscal year.

Secondly, it appears as if having an auditor make subjective
statements during the audit process runs against the premise of
objective reporting of facts during an audit process.
In short, I would voice my opposition to the proposal.

City Manager
Paola, Kansas

P.O. Box 409 • 19 East Peoria • Paola, KS 66071 • (913)294-2397

STATE OF MONTANA

Office of the Legislative Auditor
STATE CAPITOL
HELENA, MONTANA 59620
406/444-3122

DEPUTY LEGISLATIVE AUDITORS:
MARY BRYSON
Operations and EDP Audit

JAMES GILLETT
Financial-Compliance Audit

LEGISLATIVE AUDITOR:
SCOTT A. SEACAT
LEGAL COUNSEL:
JOHN W. NORTHEY

July 23, 1993

JIM PELLEGRINI
Performance Audit

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
Thank you for the opportunity to conunent on the proposed statement
of position (SOP) Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility, dated March 31, 1993.

Members of our staff have reviewed the draft and see no need for the
proposed SOP.
The reasons are:
We believe the current pronouncements already address these
issues, and see no need in being redundant. Paragraph five of
the proposed SOP acknowledges this by stating,
"The
disclosure requirement. . . in many circumstances are similar
to or overlap the disclosure requirements in certain Financial
Accounting Standards Board (FASB) and Governmental Accounting
Standards Board (GASB) pronouncements."
This paragraph
continues to state these ". . .disclosure requirements
are
similar to or overlap the disclosure requirements of SAS
No. 59, The Auditor's Consideration of an Entity's Ability to
Continue as a Going Concern," specifically SAS No. 59 para.
3.(c).

This proposed SOP focuses on risk in the near-term for
liabilities, investments and other financing transactions.
Disclosure related to these elements is already specified;
paragraph five lists the related pronouncements.
The requirement to disclose "reasonably possible" events will
inundate users with information of a hypothetical nature.

Frederick Gill
Page 2

This proposed SOP contradicts GASB Codification Section
2300.106, which states ". . .the notes to financial statements
should not be cluttered with unnecessary and immaterial
disclosures. .
Note disclosures are requirements of FASB and GASB and are
based on professional judgment of accountants and auditors.
SOPs such as this discourage thought on what makes sense.
Sincerely,

Patti J. Robertson
Financial-Compliance Auditor
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FROM STITES AND MATO

Stites & Mato, P.A.
CERTIFIED PUBLIC ACCOUNTANTS

July 26, 1993

Mr. Fred Gill, Technical Supervisor
Accounting standards Executive Committee
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, New York 10036
Re:

Proposed SOP - "Disclosure of
Certain Significant Risks ar
Uncertainties and Financial
Flexibility"

Dear Mr. Gill:
We are writing to express concern over the requirements of the
above referenced exposure draft.
We believe that the proposed statement of position would require
CPA's to make highly subjective judgements as to what disclosures
should be made in financial statements, regarding uncertaintie
concentrations and financial flexibility. This nebulous stands
will lead to friction with our clients, all of which are small,
closely-held enterprises.

Our firm does not support the statement of position in its present
form. We urge the Committee to consider cancelling the proposed
statement or reissue the exposure draft in the context of well
defined objective criteria.

Sincerely,

, CPA

Alex F. Mato, CPA

AJS/AFM:ml

5644 COLCORD AVENUE

JACKSONVILLE, FLORIDA 32211

(904)7244020

FAX (904) 7244023

J. D. CLOUD & CO
CERTIFIED PUBLIC ACCOUNTANTS

LEO B HEITKER. CPA
JOHN R. SCHNEIDER. CPA
HARRY D. BADANES. CPA

1100 Mercantile Center
120 East Fourth Street
Cincinnati. Ohio 45202

DONALD L ERNEST. CPA

(513) 621-1188
FAX (513) 621-3337

LAWRENCE J. BROKAMP. CPA

July 23, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES
AND FINANCIAL FLEXIBILITY
Dear Mr. Gill:
This letter sets forth our views on the proposed Statement of Position on disclosure
of significant risks and uncertainties and financial flexibility.

J.D. Cloud & Co. has 24 professionals who provide principally audit, review and tax
services to closely held, mid-sized and small businesses in a large regional area
centered in Cincinnati, Ohio.
The firm also provides SEC services.
We believe that this Statement of Position will require subjective judgments by
preparers of financial statements (and their independent auditors) about unforeseen,
uncontrollable future events.
Good faith judgments made by preparers and independent
auditors can and will be challenged in hindsight by disappointed investors and
lenders in the courts, and otherwise. We submit that those who prepare and audit
financial statements should be able to do their jobs without being subject to second
guessing by third parties with actual knowledge of later developments.

The disclosures called for in this statement exceed what the SEC requires of public
entities in Management's Discussion and Analysis.
Furthermore, the Statement of
Position requires these disclosures of all entities regardless of size or ownership,
and therefore, places an especially heavy burden on small and mid-sized companies
that generally do not have the expertise available to satisfy these requirements
without incurring significant additional costs.
These disclosures are particularly onerous to privately owned companies which are not
subject to the Management's Discussion and Analysis requirements of the SEC,
especially considering who uses the financial statements of privately owned entities.
Institutions and individuals who lend to and invest in private enterprises have, in
almost all instances, the ability to obtain the type of information this statement
requires whenever they deem it necessary.

We believe that the Accounting Standards Executive Committee should not impose the
undue hardships this Statement of Position represents on any enterprise, especially
small or privately owned entities. At a minimum, the Committee should wait until the
effectiveness of SFAS 105 can be evaluated before expanding on its requirements.

MEMBERS: SEC PRACTICE AND PRIVATE FIRMS PRACTICE SECTIONS AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS.

OHIO SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS

CPA ASSOCIATES INTERNATIONAL WITH ASSOCIATED OFFICES IN PRINCIPAL US ANO INTERNATIONAL CITIES

Mobil Corporation

3225 GALLOWS ROAD
FAIRFAX, VIRGINIA 22037-0001
ROBERT C. MUSSER
CONTROLLER
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
AICPA
1211 Avenue of the Americas
New York, NY 10036-8755
FILE 4290 - PROPOSED SOP
DISCLOSURE OF CERTAIN
SIGNIFICANT RISKS AND
UNCERTAINTIES AND
FINANCIAL FLEXIBILITY

Dear Mr. Gill:
We are concerned about the potential broad implications of the
Proposed Statement of Position (SOP) - "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility."
We believe that, if promulgated, it will require companies and
their independent accountants to spend excessive time and
resources defending forward looking information that can be
easily refuted with perfect hindsight. We do not understand why
AcSEC is proposing such a broad and subjective SOP.
Providing forward looking information has been an issue that SEC
registrants like Mobil have been dealing with for many years.
The SEC has continually called for more meaningful MD&A
disclosures about the likely future impact on the financial
statements of known trends, commitments, or events. We have been
responsive to this increased emphasis and are quite pleased with
the substance of the information that we provide to our
shareholders and others.
In fact in recent years, our annual
reports have received awards from several analyst organizations.

With the proposed SOP, we now see AcSEC inappropriately weighing
in with a new set of requirements that surpass the SEC's MD&A
disclosures as well as those required by FAS 5. In our opinion,
changes of this magnitude are the responsibility of the FASB and
the SEC.
They certainly are beyond AcSEC’s role of addressing
narrow interpretative issues or issues unique to specific
industries.

Mobil
Mr. Frederick Gill
July 26, 1993
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Our primary concern with the proposed SOP is that it will require
disclosures of future events when there is a "reasonable
possibility" that these events will occur.
This is much more
subjective and sets a much lower confidence threshold than the
SEC's MD&A reporting, which requires disclosure where known
trends, commitments, or events are "reasonably likely" to impact
the financial statements. The differences are significant. The
SEC is asking registrants to project the likely outcome of
historical events, whereas AcSEC is requiring the projection of
future possibilities.
Even FAS 5, which requires disclosure of
contingencies when it is "reasonably possible" that a loss has
occurred, is addressing current period events.

In an ideal world, it would be easy to assess the reasonableness
of future possibilities.
Unfortunately, our world is fraught
with risks,
rights,
and litigation.
In this environment,
disclosures of future possible events will likely be defensively
conservative in order to avoid litigation.
However, even this
strategy will not protect the preparer against those who claim to
have been harmed by selling on the basis of a "reasonably
possible" future event that turned out to be remote.
The
criteria in the proposed SOP are simply too subjective to use as
a basis for disclosure.
While we believe that the proposed SOP should not be adopted
because its scope is beyond the authority of AcSEC and it is
excessively subjective, we do recognize the merits of disclosing
information about the business environment.
Consequently, as an
alternative to the proposed SOP, we suggest that AcSEC consider
requiring disclosure by all companies of unaudited supplementary
information that would conform to the SEC’s MD&A requirements.
In our opinion, these disclosures provide an appropriate balance
between the need for meaningful operational information and the
potential exposure associated with forward looking disclosures.
This approach would also minimize the cost of compliance.

Robert C. Musser

Colorado Society of
Certified Public Accountants
July 26, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft on Proposed Statement of Position "Disclosure
of Certain Significant Risks and Uncertainties and Financial
Flexibility" .

Dear Mr. Gill:
The Public Company Practice Committee of the Colorado

Society of CPAs has reviewed the above referenced exposure draft
and submits the following comments.

General
While we feel that the proposed disclosures may provide
useful information to investors in large publicly held companies,
which companies have the resources to perform the necessary
research, this exposure draft would place an enormous burden on
all small companies public or private.
In addition, this
exposure draft would take management's opinions and intentions
and forward looking information from the Management's Discussion
and Analysis of a Public Company document, expand it, and
incorporate it into the financial statements where it would be
subject to audit.
Exemptions from the requirements of the proposed SOP
All private companies regardless of size, should be exempt
from the requirements of this exposure draft.
The cost to
private companies of generating the required information would be
disproportionately higher than public companies because public
companies disclose some of this information in Management's
Discussion and Analysis already and many private companies are
currently opting for compilation and review services instead of
audits. The additional costs of complying with this exposure
draft will force many private companies to choose to omit
substantially all disclosures required by generally accepted

7720 E. Belleview Ave., Bldg. 46B, Englewood, Colorado 80111-2615
303/773-2877 800/523-9082 FAX 303/773-6344

Colorado Society of CPAs
Public Company Practice Committee
Response to File Reference 4290
Page 2
accounting principles.
In evaluating the credit-worthiness of
private companies, lenders rarely rely solely on the company's
financial statements.
Any lender will generally require a
business plan, personal guarantees of owners and reports relating
to collateral such as accounts receivable listings, detail asset
listings and inventory reports.
Therefore, because financial
institutions making loans to private companies have access to the
information required to evaluate the risks in providing the
requested financing, the additional disclosures required by this
SOP should not apply to private companies.
We suggest that the SEC's definition of a small business for
purposes of filing Form 10-KSB be adopted for purposes of
providing an exemption from the requirements of this exposure
draft.
The SEC, in its small business initiatives, has been
attempting to make the disclosure requirements less burdensome to
small business issuers in their quest for additional financing.
This exposure draft would reverse this trend by requiring
significant additional disclosures due to the low threshold for
the required disclosures.

Small companies, public or private, many times are
undercapitalized and this exposure draft would portray their
financial situation in a negative light to investors and
financial institutions. Most of these companies would also be
required to prepare cash flow reports to comply with the
requirements of this exposure draft because of their limited
financial flexibility.
In addition, certain disclosures relating to the operations
of the business and vulnerability due to concentrations could
place these small companies at a competitive disadvantage when
negotiating with customers and vendors.
Nature of Operations

The committee supports a requirement for general disclosures
regarding the nature of the business
(ie: a wholesale
pharmaceutical distributor serving the Rocky Mountain area).
However, we believe that the more detailed information discussed
in the SOP should be management’s responsibility and included in
the MD & A section already required for public company filings.
Detail disclosures regarding the nature of operations proposed in
the SOP could be harmful to some companies, because competitors
would gain meaningful information that is otherwise unavailable
to them.

Colorado Society of CPAs
Public Company Practice Committee
Response to File Reference 4290
Page 3
Use of Estimates

The committee recommends that reporting requirements be
changed to alert readers of all financial statements to the fact
that financial statements are prepared using estimates.
The
committee would support a requirement to add a paragraph to the
accounting policy footnote using the wording of paragraph A-15.
In addition, the committee believes that individual
accounting policy disclosures should be enhanced by including a
discussion of any significant estimates. The disclosures should
also provide information explaining how estimates could be
particularly sensitive to change.
The committee believes that
disclosure of the general factors that could cause an estimate to
be sensitive should be required since the reasons for sensitivity
will vary by industry and company.
The committee does not
support the proposed SOP's position of disclosing reasonably
possible events.
Current Vulnerability Due To Concentrations

The committee considered the clarity of the criteria for
disclosure and the definition of "severe impact". The committee
has had the benefit of comments from a member that is also a
practicing lawyer. Our comments on this area are contained under
legal considerations.
Financial Flexibility

We believe that the overall purpose of this or any SOP
should be to enhance the credibility of the financial statements,
provide meaningful disclosures and increase user confidence.
We believe that paragraph 27 of the proposed SOP, which
discusses financial flexibility in those situations where there
is some doubt as to the ability of an entity to pay its expected
cash outflows, does not provide meaningful and useful
disclosures. Even if an auditor carefully chooses the language
required by this paragraph, a reader of the financial statements
is more likely to interpret expected courses of action as those
achievable or likely to occur rather than courses of action that
may be undertaken if necessary. The SOP should provide guidance
to the auditor on the procedures to be followed in order to
determine the likelihood that such courses of action are
achievable or reasonably possible.
User confidence is not
achieved by adding information which is not substantative.
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In addition, we believe that if the terms of paragraph 27
are approved as proposed, auditors are likely to be held liable
to their clients by requiring such negative language which may
have been able to obtain.
It appears to us that existing
authoritative literature (SAS 59) provides sufficient guidance to
entities for which substantial doubt exists about the entity's
ability to continue as a going concern and the level of guidance
should not be expanded to include situations where there is only
some doubt as to the ability of an entity to pay its expected
cash outflows.
Placement of Disclosures

The provisions of this exposure draft would require the
disclosure of management's opinions and intentions and forward
looking information to be placed in the financial statements.
This type of information, if included in the financial
statements, would subject auditors to significant exposure to
lawsuits because of the subjective nature of the information.
Therefore, with the exception of the expansion of the disclosures
on (1) nature of business and (2) use of estimates (as previously
described) we recommend that additional disclosures be
incorporated as unaudited supplemental information, a letter from
the company's management or an expanded Management's Discussion
and Analysis.
For small public companies, the possible risks and
uncertainties that could significantly affect the amount reported
in the financial statements in the near-term are virtually
unlimited. Without a full time staff of economists, market
analysts, lawyers, environmental experts and others, small
entities would be at a disadvantage in identifying all of these
risks.

Legal Considerations
There is currently pending before Congress legislation to
address an auditor's responsibility for detecting fraud. The
issues surrounding disclosures required on financial statements
are also being considered by the SEC and others.
It would be
premature to promulgate this SOP without first assuring that it
fits as nearly as possible and is consistent with any pending
legislation, rule-making, professional standards, or existing law
which may significantly impact concerns similar to those
addressed in this SOP. We found nothing in the SOP to indicate
that any attention was given to this issue.
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As has been frequently expressed in discussion and other
draft comments, this SOP contains terms which are very vague and
ambiguous, and are bound to lead to significant litigation risks
for accountants.
The three most significant phrases in this
category are:

"reasonably possible"

-

"severe impact"

information "management is reasonably expected to know"
Terms such as the above are bound to result in differing
interpretations from state to state. For instance, it may vary
from state to state whether the above are to be interpreted as
"objective" standards - - e.g., what a reasonable person would
consider "reasonably possible" - - versus " subjective"
standards- - e.g., what the particular auditee considers to be
"reasonably possible". The danger in vague, ambiguous accounting
standards was recently recognized by SEC Chief Accountant Walter
Schuetze in a speech to Northwestern University's J.L. Kellogg
School of Management. In his April 7, 1993 remarks, Mr. Schuetze
explained that auditor liability arising from the savings and
loan catastrophe has arisen not because of auditing failure, but
rather because of ambiguous accounting principles.
Reporting on
Mr. Schuetze's comments, a recent BNA publication explained:
In Schuetze's view, investors will be better served if there
are financial statement descriptions and amounts of assets
and liabilities "that are relevant and that flow from simply
[sic] and unambiguous accounting standards." Similarly, he
contended, ambiguous terms like " probable ", * temporary "
declines in market value, and " more likely that not " are
" red meat for the plaintiff's bar " in the wake of many
issuer failures.

"So long as asset and liability recognition and measurement
standards are fuzzy, auditors of financial statements do not
always hit the ball and indeed sometimes strike out when at
bat" Schuetze declared.
"We need to have clearly
articulated standards that result in financial statement
descriptions of assets and liabilities and amounts for those
assets and liabilities that are clearly understood and, in
addition, are relevant," he stated.

Colorado Society of CPAs
Public Company Practice Committee
Response to File Reference 4290
Page 6
"Simple and straightforward standards may be the only way to
end costly legal debates over the reasonableness of judgment
calls made, often times, many years in the past in a world
of
conflicting
pressures
and
rapidly
changing
circumstances," according to Schuetze.
*

We believe that the AcSEC should attempt to articulate more
"bright line" standards, based on certain percentages,
proportions, dollar levels, etc.
Examples

The proposed SOP contained numerous illustration
disclosures. The committee has selected a few of them to provide
you their comments. Our comments are included in Exhibit A.

Summary
In conclusion, the committee believes the SOP as proposed is
an attempt to force auditors to act as insurers that financial
statements fully disclose any and all possible risks, thus
improperly shifting the burden from management.
This approach
unfairly exposes the auditors to excessive and perhaps even
unlimited liability.

Sincerely yours,

Barry E. Koritza, Chairman
Public Company Practice Committee

BNA Securities Regulation and Law Report (April 16, 1993)

Colorado Society of Certified Public Accountants

Public Company Practice Committee
EXHIBIT A

Comments on illustrative disclosures included in the proposed
statement of position "Disclosures of Certain Significant Risks
and Uncertainties and Financial Flexibility".
COMMENTS
PARAGRAPH A-19

While the accounting policy note on inventory valuation
disclose factors which may cause the inventory valuation to
change, we believe that identifying specific amounts could be a
self-fulfilling prophecy if customers read the disclosures and
delayed purchases until prices were reduced.
PARAGRAPH A-32

New software products are introduced everyday and whether or
not management has knowledge about another product that has been
introduced to compete directly with the companies’ product, does
not mean that somewhere this other product exists or is about to
be introduced. Therefore, a reasonable possibility exists that
the estimated lives of all software costs will be reduced
significantly in the near-term.
PARAGRAPH A-51
Due to the nature of the construction industry, it is always
reasonably possible that estimates will change in the future.
Construction projects will invariably have change orders and
claims for delays outside the control of the contractor.
PARAGRAPH A-53

As auditors , how are we supposed to audit how many
manufacturers there are of each of the companies' products and
components of products?
PARAGRAPH A-92
There is existing authoritative literature which would
require the disclosure of loan covenant violations that would
accelerate the due date of debt.

We should not be expected to predict the possibility of
future violations or potential violations of loan covenants where
historically the entity has not violated loan covenants.
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
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Exposure Draft on Proposed Statement
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Uncertainties and Financial Flexibility"

of Position
Risks
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Dear Mr. Gill:
The Members in Industry Executive Committee (the Committee) has
reviewed the exposure draft on the proposed Statement of Position
"Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility" (the Draft). The commentary which follows
is based on a comprehensive review of the Draft by our Professional
Issues Subcommittee (the Subcommittee) and discussions at recent
meetings of the Subcommittee and the Committee. We submit these
comments in our role of providing input on professional issues from
the viewpoint of AICPA members employed in business and industry.

Approach
Our approach is to begin by discussing the theoretical
appropriateness of each of the five proposed disclosures and
whether each taken individually has conceptual merit.
Issues
related to scope and the cost/benefit of disclosure as requested by
AcSEC for comment are discussed when applicable.

Nature of Operations
The Committee supports the disclosures as outlined in this section
of the Draft.

We believe the proposed disclosures relating to a description of
major products or services and its principal markets, including the
location of those markets, would be useful information to the users
about an entity’s operations to the readers.
Although the
information was waived for non-public entities by FAS 21,
"Suspension of the Reporting of Earnings per Share and Segment
Information by Non-public Enterprises," we feel that information
required for the disclosures in this section of the Draft would be
easily obtained by all preparers of financial statements at little
or no cost.

Use of Estimates

The Committee supports this disclosure as outlined in this section
of the Draft.

This proposed disclosure would be helpful and is supported by the
Committee for all entities. It informs the reader that estimates
are a normal part of the reporting process and properly assigns
primary responsibility for estimates with management.
Certain Significant Estimates

The Committee has several strong objections to requiring the
disclosures as described in this section of the Draft.
We believe that the current requirements of FAS 5, "Accounting for
Contingencies," meet the needs of the users of financial statements
as to the recording and disclosure of loss contingencies. There is
no demonstrated need to supplement those requirements.

Subjecting possible changes to estimates used in the determination
of the carrying value of assets and liabilities to the FAS 5's
"reasonably possible" test goes well beyond the intentions of FAS
5.
Disclosure of changes in estimates that are "not likely" to
occur serves little positive purpose.
In fact, presenting the
consequences (as proposed in the Draft) of an event that is not
likely to occur could ultimately increase the likelihood of
occurrence.
As representatives of the members in industry who prepare financial
statements, we feel this proposed disclosure will expose preparers
to unwarranted risk. The minority view presented in paragraph 32b
of the Draft summarizes eloquently our concerns regarding such
issues as hindsight, broad interpretation of the requirements and
concerns over completeness of disclosure that could be applied were
these disclosures to be required.

Both preparers and external auditors will be subject to increased
litigation risk if an event and its potential negative consequences
for the balance sheet are not disclosed because the negative
outcome is deemed unlikely but later come to pass.
Negative
soothsaying is not an appropriate exercise in financial statement
preparation.

Lastly, we strongly recommend the impairment of long-lived assets
be totally excluded from the scope of the SOP, as the FASB is
currently addressing this issue as a separate project.

Current Vulnerability Due to Concentrations
The Committee felt the disclosure requirements in this section of
the Draft have conceptual merit, but for a variety of reasons,
should not be adopted.

One of our concerns relates to the nature and content of those
disclosures. Although paragraph 23 of the draft states that "if
the risk or uncertainty is evident from the description of the
concentration, no further explanation was necessary," we are
2

concerned about the detail and language used in some of the
illustrative disclosures.
Disclosure of the existence of
concentrations could provide the reader of the financial statements
with adequate information to assess risks without including the
information about the possible negative consequences as shown in
the example disclosures A58 and A78. Disclosures of concentrations
such as example paragraph A74 and A85 would be better.

Other factors, however,
disclosure be eliminated.

led

the

Committee

to

conclude

this

We believe that disclosure of concentrations may place a company at
a
competitive
disadvantage
in
negotiations
due
to
the
confidentiality and proprietary nature of the information.

The use of the terms "reasonably possible" and "severe impact"
caused concern about this section, as it did in other sections, of
the Draft. The majority of our committee members expressed concern
about the discretionary nature of the disclosure and the inability
of both the preparer and the external auditor to ensure that all
the necessary concentrations were properly disclosed. The exposure
to additional litigation risk occurs because of the degree of
judgment in assessing what and when to disclose a concentration.
If AcSEC decides to proceed with this disclosure requirement, the
Committee strongly encourages AcSEC to set some objective
guidelines along with a checklist to promote uniformity in
disclosure and to minimize litigation risk.

Lastly, for many smaller and non-public entities, the disclosure as
proposed will probably entail additional costs.
A number of our committee members believed that a less complicated
approach for financial statement prepares to follow would be to
expand the requirements of FAS 105, "Disclosure of Information
about Financial Instruments with Off-Balance-Sheet Risk and
Financial Instruments with Credit Risk," from disclosures of
concentrations of credit risk to concentrations of risks as
proposed in the Draft and further defined as recommended by the
Committee.

Financial Flexibility
The Committee strongly recommends that this proposed disclosure be
eliminated as it creates the foundation for a self-fulfilling
prophecy of business failures.

We believe that if entities were to make the kinds of disclosures
as shown in example paragraphs A89 and A94, it would probably
result in suppliers disrupting service or payment terms.
Any
suggestion of liquidity problems, even if merely "reasonably
possible," could be devastating.

In our opinion, if an entity is able to satisfy the requirements of
SAS 59, "The Auditor’s consideration of an Entity’s Ability to
Continue as a Going Concern," to obtain a clean audit opinion,
further disclosure would only confuse the reader of the financial
statements. Does the entity have a going concern problem or not?
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Companies would be disclosing a situation which has already been
assessed as unlikely to occur and such disclosure would be very
detrimental to the entity’s continued existence. In addition, this
could be a very costly disclosure for those entities that do not
currently prepare cash forecasts on a regular basis.
Other - Frecruencv/Placement of Disclosure
The Committee recommends that those disclosures that are retained
be required only as footnote disclosures to annual financial
statements.

Conclusion

In summary,
the proposed disclosure requirements
(certain
significant estimates,
current vulnerability and financial
flexibility) go beyond the Securities and Exchange Commission’s
Management Discussion and Analysis disclosures which require
discussion of known events and uncertainties that could have an
impact.
The examples provided in the Draft tend to deal with
possible events and their impacts versus known events and their
possible impacts.
If AcSEC decides to proceed with requiring such disclosures, field
testing is strongly recommended in order to (1) assess benefits to
users of financial statements and assess the detriments, other than
cost, to the issuers of financial statements, (2) determine cost to
the enterprise to prepare - in particular, cost to non public
entexprises, and (3) determine cost to the enterprise to have
auditor involvement in the review/audit of the disclosures. The
field test should include inquiries as to whether the users can
find the information useful and get the information they desire in
an alternative and less costly fashion.

We appreciate the opportunity to comment as the representative of
AICPA members employed in industry. We would be pleased to discuss
our comments with you or members of AcSEC at your convenience.

Sincerely,

Michael P. Bohan
Chairman
Professional Issues Subcommittee

David A. Summers
Chairman
Members in Industry
Executive Committee

cc: Members in Industry Executive Committee
Professional Issues Subcommittee

4

NAREC

NATIONAL
ASSOCIATION OF
REAL ESTATE
COMPANIES

July 28, 1993
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Senior Technical Manager
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American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Disclosure Of Certain Significant Risks and Uncertainties
and Financial Flexibility

Dear Sir:
The National Association of Real Estate Companies, ("the
Association") is composed of representatives from companies
engaged in a broad range of real estate activities as well as
independent accountants, lenders and others associated with the
real estate industry. One of the major objectives of our
Association is to define and promote the use of sound accounting
and financial reporting principles.

The Association is pleased to respond to the AICPA's exposure
draft of a proposed Statement Of Position on Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility. The members of the Association are engaged in
diverse activities and include members with substantial
involvement in the preparation and distribution of financial
statements in accordance with generally accepted accounting
principles. Members are involved with financial reporting for
both private entities as well as public entities who are SEC
registrants. The Association believes it has a good basis for
the comments provided below given the substantial experience of
its members in the preparation and dissemination of a wide range
of financial statements. Our comments on the exposure draft are
provided below.
Nature Of Operations
We believe that this proposal provides
financial reporting and we endorse the
recommendation. It should be mentioned
proposal is strongly influenced by the
that the disclosures would not need to

a sound enhancement to
Institute's
that our support for this
statement in paragraph 10
be quantified.

Use Of Estimates In The Preparation Of Financial Statements

We believe that this proposal represents a sound enhancement to
financial reporting and we endorse the Institutes recommendation.
Post Office Box 958

Columbia Maryland

Certain Significant Estimates, Concentrations, Financial
Flexibility

We strongly agree with the minority view presented on pages 18
and 19 of the exposure draft as they relate to these proposals.
In addition to the points made by the dissenting members of AcSEC
we have the following concerns. We believe that the proposals
outlined in the exposure draft present a significant departure
from the current role of financial reporting. Especially
relevant to non-public entities (but not exclusively) is our
concern that the document tends to increase financial statement
disclosures to non-financial information. Once having crossed
this boundary, we find it difficult to ascertain where the limits
of required disclosure should be. We believe that such an
attempt could lead to financial statements which purport to
provide a full encapsulation of all significant business matters
related to an enterprise. This could lead to a false sense of
security to the reader of the financial statements. We believe
that the risks outweigh the benefits and that the proposals would
significantly increase the exposure of preparers and reviewers of
such financial statements.

A primary user of financial statements are lending
institutions. Financial statements as they now exist provide
only a small part of the due diligence that lenders perform in
making or evaluating loans to borrowers. We do not believe that
required financial reporting should appear to represent a
comprehensive due diligence undertaking that would replace
otherwise appropriate underwriting procedures by lenders. The
proposals to enhance non-financial disclosure heightens the risk
that financial statements will be relied on in such a manner.
In addition, the exposure draft provides inadequate guidance
for what items should be included or excluded from such
disclosure. The result would be significant variation among
different companies based on their diverse interpretations of the
requirement. Significant audit and litigation costs could be
incurred when companies fail to provide information that other
companies have chosen to provide based on a different
interpretation of the rules.

We appreciate the opportunity to express our viewpoints and
would be happy to discuss any comments or questions you may have.
Very truly yours,

—
Jeffrey P. Mayer
Chairman
Financial Accounting Standards Committee
of the Association
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Dear Mr. Gill:
The Auditing and Accounting Standards Committee (Committee) of the New Jersey
Society of Certified Public Accountants (NJSCPA) is pleased to submit its

comments on the AICPA’s Proposed Statement entitled "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility" (the proposed SOP).
The views expressed in this letter represent the majority of the members of the

Committee but are not necessarily indicative of the full membership of the

NJSCPA.

J. Martin Comey
Glen Ridge
James R. D'Arcy Jr
Union

John F. Dailey Jr
Voorhees

In summary, the Committee overwhelmingly believes that a final Statement based
on the proposed SOP should not be issued. The primary reason for our rejection of

Robert A. DeFiuppis
Colonia

the proposed SOP concerns the subjective nature of the required disclosures
concerning "Certain Significant Estimates,” "Current Vulnerability due to

Charles J. DeMeola
Wayne

Concentrations," and "Financial Flexibility."

Patrick J. Deo
Rockaway

William A. GolDa
Middletown
Richard A. Kosson
Livingston

Nancy S. Kridel
Roseland

The remainder of this comment letter provides the general and specific views of the

Committee regarding the proposed SOP.

GENERAL COMMENTS

Sharon L. Lamont
Princeton
Joseph J. Leonhard
Succasunna

John M. LiPiluSa
Bayonne
Joseph H. Scmwendt
Lawrenceville

Elaine G. Rutman
Ocean
William C. Sweeney. Jr
Madison

The proposal goes well beyond the scope of historical financial statements prepared

in conformity with generally accepted accounting principles (GAAP). In many

NJSCPA’s Comment Letter-File Reference No. 4290

instances, the proposal seeks to move into historical GAAP financial statements
information which is (1) prospective in nature, and (2) dependent upon management
assumptions about the future. Such information is subject to change and is not

historical in nature.
The proposal would require MD&A-type disclosures to be included and associated
with historical financial statements prepared in conformity with generally accepted
accounting principles. The incorporation of management’s forward looking

discussions within historical-based financial statements conflicts with the basic
purpose of the financial statements as set forth in FASB Statement of Concepts No.

1, "Objectives of Financial Reporting by Business Enterprises."

Concepts Statement

No. 1 clearly distinguishes between "financial statements" and "financial reporting."

The proposed SOP violates this distinction as it would move forward looking

information which is normally disclosed by management voluntarily or through
regulatory requirement into the basic historical financial statements.

The SEC presently recognizes this distinction as it incorporates the MD&A
requirements in Regulation S-K and historical financial requirements in Regulation
S-X. In addition, the SEC prescribes that MD&A disclosures be presented
separately from the historical cost financial statements.

Additionally, the proposal, if adopted, will create undue litigation exposure for the
profession. The statement that "an assessment of whether a disclosure is required
should not be found to be in error simply by future events" is fine in theory.

However, the profession’s history is littered with litigation brought forth by
plaintiffs who, armed with 20/20 hindsight, have questioned the reliability of
historical information incorporated in the financial statements. The possibility of
being second guessed by plaintiffs dramatically increases when the information
included in the GAAP financial statements is based on prospective information. It
is our understanding that at one point, the AICPA’s attorneys were in disagreement
as to whether this proposal would help or hurt the practitioner from a potential
liability perspective.

If AcSEC ultimately decides to issue a Statement that is based on the proposed
SOP, then the Committee feels that companies presently exempt from reporting
segment information and earnings per share pursuant to FASB Statement No. 21,
"Suspension of the Reporting of Earnings per Share and Segment Information by
Nonpublic Enterprises," should also be exempt from this Statement. We concur
with the minority views expressed in paragraph 32c of the proposed SOP.
Paragraph 32c states that "...the users of financial statements of nonpublic entities
have the ability...to request additional data."
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SPECIFIC POINTS
The Committee’s specific points regarding the various sections of the proposed SOP

are as follows:
Nature of Operations

The proposed SOP requires that the notes to the financial statements include a

description of the major products or services the reporting entity sells or provides

and its principal markets, including the locations of those markets. The Committee
does not object to this specific disclosure.

Use of Estimates in the Preparation of Financial Statements
The Committee does not object to including an explanation that the preparation of

financial statements in conformity with GAAP requires the use of management’s
estimates. However, although we agree with the inclusion of a general disclosure

regarding this point, we believe that the last sentence in the example included at
paragraph A15 on page 23 could actually create more harm than good. Stating that
"actual results could differ from those estimates" goes beyond the explanation that
management has incorporated estimates in the financial statements; in the
Committee’s opinion, it appears that the accountants as well as the preparers are

limiting their association with historical cost information continued in the financial
statements. The last sentence should be removed from the example in paragraph
A15 on page 23.

Certain Significant Estimates
The proposal violates the framework of Concepts Statement No.2, Qualitative
Characteristics of Accounting Information. The accounting qualities flowchart

shows that decision usefulness is an overriding factor in the determination of the
types of accounting policies which should be implemented, when various available
alternatives exist. In Concepts Statement No. 2, a governing factor in reporting

information is its relevance, reliability and verifiability. The Concepts Statement
requires that "the reliability of a measure rests on the faithfulness with which it

represents what it purports to represent, coupled with an assurance for the user,
which comes through verification, that it has representational quality.” It adds that

"accounting information is reliable to the extent that the user can depend on it to
represent the economic conditions or events that it purports to represent."
Requiring the disclosure of certain significant estimates that are "at least reasonably
possible" subject to change is in direct conflict with the relevant and reliable
qualitative aspects of information normally included in the financial statements.
The Committee believes that such disclosures, which go far beyond that of what is

presently required in FASB Statement No. 5, will damage the credibility of the

financial statements.
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The proposed Statement would require disclosure of the near term effect of any

potential material change in an estimate. The Committee’s comments regarding
specific examples included in the Appendix are as follows:
a)

Disclosure A - To require this type of disclosure when no loss is
expected would put a company at a highly competitive disadvantage
in that it would inform competitors of the company’s strategy and
vulnerability.

b)

Disclosure C - In this example, management, and presumably the
auditor, does not believe that a write down is probable. However,
management would be required to disclose that it is reasonably
possible that its estimate will change in the near term.

This type of a

disclosure does not add value to the information included in the
financial statements; it actually detracts from the credibility of the
information presented.

c)

Disclosure E - The Committee does not believe that this example
should be included since it is the type of a disclosure that is already
required by FASB Statement No. 5.

Current Vulnerability Due to Concentrations

Disclosure of concentration of credit risk of financial instruments is already
required by GAAP. However, disclosure of what many companies consider highly
sensitive and proprietary information such as reliance on customers, suppliers,

patent protection etc., could seriously impact the competitive position of a company,

especially when compared to non-US companies. This was one of the reasons why
the FASB exempted nonpublic companies from the provisions of FASB Statement
No. 14 and APB Opinion No. 15.

Therefore, the Committee believes that this type of disclosure should be eliminated
in the final Statement.
Financial Flexibility
The proposed SOP would require disclosure when it is reasonably possible that

management action will be necessary to meet expected near term cash flow
requirements. It appears that under the definition of an action, disclosure would be
required whenever unrestricted cash balances are less than net operating cash
outflows. This would broadly imply that disclosure would be required if an entity:

a)

Has any bullet debt maturities.

Such disclosure, however, would be

disclosed as part of the entity’s long-term debt disclosures.

b)

Slows down its payment schedule with any of its suppliers.
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Additionally, we object to the type of disclosure shown in Disclosure H in the

Appendix since (1) there are no borrowings currently outstanding against the line of
credit, (2) there is no reason to believe that the company would fail to meet any of
the loan covenants, and (3) there is no reason to believe that the credit line would
not be extended at maturity. This disclosure implies a potential future problem
when none exists today even though there is no reason to believe that one will exist
in the future. This example should be eliminated in a final Statement.
The disclosure requirements concerning "Financial Flexibility" are more in the

nature of forecasted information which should not be required as part of historical

GAAP financial statements. This type of disclosure would be highly subjective and
One major problem with this

confusing to the users of the financial statements.

type of disclosure is that such a disclosure would probably become a self fulfilling

prophecy. For example, upon reading the type of disclosure in Illustrative
Disclosure H, the bank might become nervous and cancel an existing line of credit
or concerned suppliers might require payment in advance of shipping its products.
Our point is that such disclosures might accelerate the occurrence of potential
problems—problems that might not have occurred had the disclosures not been

made.

In closing, some of our Committee members feel that the proposed SOP is
attempting to incorporate into GAAP the type of disclosures and guidance presently
required by SAS 59, The Auditor’s Consideration of an Entity’s Ability to Continue
as a Going Concern, for audited financial statements. If that is the case, then the

proposed SOP missed the boat since it proposes disclosure requirements that (1)
include forecasted information, and (2) are excessive.
We appreciate your consideration of our comments.

Sincerely,

Joseph F. Yospe
Chairperson
Auditing and Accounting

Standards Committee

riskassoc
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Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

In this letter, Union Telephone Company (Union)
presents comments on the exposure draft of the proposed
statement of position, "Disclosure of Certain
Significant Risks and Uncertainties and Financial
Flexibility" (SOP).

Union believes that the SOP should not be implemented
in its present form, if at all, for the reasons stated
below.
A)

The additional disclosures required by the
SOP are largely unnecessary.
The information provided in the additional
disclosures required by the SOP is
substantially already available, or should be
apparent, to reasonably diligent financial
statement readers.

B)

Current disclosure is adequate.

The current financial reporting
disclosure requirements for United States
business are very comprehensive, and are
adequate for reasonably diligent financial
statement readers. Disclosure requirements
for foreign competitors to United States
business are generally much more limited.
The financial flexibility aspect of the SOP
is likely to become impossible to execute
with certainty, and is very subjective. This
will lead to extensive litigation.
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The financial flexibility aspect of the SOP
requires disclosure of situations where it is
"at least reasonably possible that the entity
will not have the ability over the near term
to pay its expected cash outflows without
taking certain actions." Despite any AICPA
arguments to the contrary, Union believes

that courts are ultimately likely to find
that anything that subsequently occurs must
have been "at least reasonably possible" to
occur, or it would not have occurred.
Hindsight will then become a major criterion
for determining whether the disclosure was
adequate, and the financial statement issuers
will not have the benefit of hindsight at the
time of issuance.

At best, the criteria for defining adequate
disclosure are very subjective, and, Union
believes, will be extensively litigated for
initial definition and to maintain that
definition.

D)

The SOP will increase the operational
limitations on United States business,
which are already disproportionately
great in comparison to foreign competitors.
1)

Liability

The United States already has one of the most
(if not the most) litigious societies in the
history of the world. The operation of
business in the United States is already
significantly hampered by the risk of
incurring liability for the huge amounts
awarded by courts to litigants against United
States businesses.

The SOP will significantly and unnecessarily
increase this potential liability burden,
further restricting the operation of business
and harming the ability of United States
business to compete in world markets.
2)

Relationships with Financial Institutions

Credit agreements between United States
businesses and financial institutions are
routinely arranged less than a full year in
advance. The financial flexibility section
of the SOP, discussed in C above, requires
that "reasonably possible" situations be
disclosed. To avoid the ramifications of
this potentially harmful and misleading
disclosure, United States business will be
incented to make credit arrangements with
financial institutions a full year in
advance, even when this would not otherwise
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be done. The SOP could therefore impact
credit arrangements between financial
institutions and United States business,
placing additional strain on their
relationship, and in some cases on the
availability of financing. This will not be
a problem for foreign competitors of United
States business, for whom the financial
flexibility disclosures are not required.
E)

The SOP will increase the costs of United
States business in relation to the costs of
foreign competitors, thereby contributing
significantly and unnecessarily to the
already poor competitive position of United
States business in world markets.

1)

Costs of Litigation

Because of the nature of its disclosure
requirements, the SOP is almost certain to
result in many costly litigations.

The SOP will significantly and unnecessarily
increase litigation costs, further harming
the ability of United States business to
compete in world markets.

2)

Liability Insurance

Because of the nature of its disclosure
requirements, the SOP is almost certain to
result in many litigations, for which the
potential awards against the United States
business are great. United States businesses
will have to purchase insurance to protect
themselves from this liability.

The SOP will significantly and unnecessarily
increase liability insurance costs, further
harming the ability of United States business
to compete in world markets.
3)

Management Resources

At a time when United States business is
trying to reduce its overheads to become more
competitive in world markets, management of
United States business will be required to
expend greater effort on financial statement
disclosure. Disclosure requirements for
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United States business already exceed those
for foreign competitors, and the SOP will
further increase this disparity.
4)

Audit Fees

Audit fees will increase significantly for
three reasons. First, the time needed for
auditors to properly complete audit work will
be increased. Second, auditors will incur
costs of litigation, which will ultimately be
passed on to clients in the form of increased
fees. Third, auditors will incur increased
liability insurance costs, which will
ultimately be passed on to clients in the
form of increased fees.
F)

The SOP will cause investment capital to be
diverted away from United States business to
foreign competitors, thereby harming
unnecessarily the competitive position of
United States business.
Union understands that disclosure
requirements for foreign competition of
United States business are already generally
less comprehensive than that required of
United States business. The SOP will
increase this disparity significantly.

Investors utilizing financial statements to
determine where to invest will be relatively
less likely to select United States business
than its foreign competition, because (due to
disclosures required by the SOP) the risks of
investing in United States business will
appear relatively much greater than the risks
of investing in foreign competitive business,
which will not be required to make similar
disclosures.

Because hindsight is likely to be a major
criterion for defining disclosure adequacy,
United States business and auditors will have
an incentive to delay issuance of financial
statements in order to allow for development
of hindsight and increase the probability
that disclosure will be deemed adequate.
Later issuance of financial statements will
also contribute to making United States
business a relatively less desirable
investment than foreign business.
4

Conclusion
It is clear that the SOP will greatly increase costs to
United States business for auditors, attorneys, and
insurance companies.
It is clear that the SOP will
significantly harm United States business, particularly
in its struggle to compete successfully in world
markets against foreign competition.
The SOP's potential benefits are small, its potential
for harm is great.
Therefore, Union believes that the
SOP should not be implemented in its present form, if
at all.

Sincerely,

Richard P.

Thayer,

President

James A. Sanborn, C.P.A, Controller
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Colorado Society of
Certified Public Accountants

July 23, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

Exposure
Draft
on
Proposed
Statement
of
Position
"Disclosure of Certain Significant risks and Uncertainties
and Financial Flexibility".

Dear Mr. Gill:
The Private Company Practice Committee of the Colorado Society of
CPAs has reviewed the above referenced exposure draft and submits
the following comments.
SEVERAL

The committee strongly believes the proposed disclosures are
unnecessary because present or potential investors, creditors and
other users of private company and most nonprofit entities
financial statements usually have ready access to any information
requested that is not available in the financial statements.
Moreover, because privately-held entities and most nonprofit
entities do not have established systems to accumulate and formally
report such information it would be likely that they would have to
engage a CPA to assist them with the accumulation of this
information. Therefore, substantially increasing the cost of
financial statements for them to be in compliance with generally
accepted accounting principals.

In addition, this exposure draft would take management's opinions
and intentions and forward looking information and require us to
project or forecast the likelihood of a company's success. This
takes the CPA out of the attestation and reporting business and
requires us to report the likelihood of future events, thus,
expanding our legal liability as a result.
SMALL BUSINESS ENVIRONMENT
Owners of small businesses typically maintain close business
relationships with their bankers, major vendors and customers.
They routinely provide information to these outside parties that is
generally not made available to investors and creditors of
publicly held companies.
In fact, our experience indicates that
those with invested interest in the financial affairs of smaller
businesses usually obtain the necessary information to reach their
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Mr. Frederick Gill
Senior Technical Manager

own conclusions about most significant risks and uncertainties
associated with those entities.

ACCESS TO FINANCIAL MARKETS
Smaller businesses often may be under capitalized.
As a
consequence, they rely largely on the financial resources and
credit history of their owners or shareholders. These businesses
commonly deal with one or perhaps two lending institutions and
routinely modify or renew existing credit agreements in response to
seasonal changes in cash flows. A smaller entity's ability to meet
its near term cash outflow needs is very dependent upon actions
taken by management. Because of these inherent characteristics of
smaller businesses, we believe the proposed disclosures concerning
financial flexibility will tend to present them in a negative
manner. Bankers and investors may have difficulty overcoming these
negative disclosures and, as a result, could be reluctant to
provide financing to such entities.
POSSIBLE IMPACT OF COSTS ASSOCIATED WITH PROPOSED STATEMENT
In today's environment, smaller businesses are confronted with a
variety of economic challenges, including rising health care costs,
foreign competition, environmental protection costs and government
regulations.
In an effort to reduce costs, many are opting for
reviews and compilations instead of audits. Because the proposed
disclosures would be required for all financial statements, small
companies would be particularly disadvantaged.
The relative
increase in the cost of such services as a result of these
additional disclosures will be disproportionately greater for them.
Consequently, if this proposal is adopted, we believe more
reporting entities will elect to omit financial statement
disclosures required by generally accepted accounting principles
and in fact, will request from their banker a listing of additional
information they would like to see.
In effect, this would tear
down the concept of generally accepted accounting principals and
replace them with BANKERS ACCEPTED ACCOUNTING PRINCIPALS.
We
believe that more OCBOA statements will be
issued with
supplementary schedules and selected information.
The natural
ramifications of this would be a lack of consistency, comparability
and usefulness.

DISCLOSURE OF PROPRIETARY INFORMATION
The disclosures required by the proposed statement relating to
current vulnerability due to concentrations would, in effect, be an
unequivocal declaration by the company that the loss of a
particular customer or group of customers will have a near-term
severe impact on its operations. We believe such disclosures can
place many smaller businesses at the competitive disadvantage. The
fact that a company transacts a large volume of business with a
major customer is usually known by both parties.
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Mr. Frederick Gill
Senior Technical Manager
However, a company usually does not disclose to major vendors and
customers that its economic viability is dependent upon them. It
is expected that private companies would be concerned about this
type of disclosure and the additional disclosures relating to
certain significant estimates, because it may place the company at
a competitive disadvantage.
RECOMMENDED SCOPE OF PROPOSED STATEMENT
Creditors and other financially related parties of businesses
routinely obtain information required by the proposed disclosures
concerning certain significant estimates, current vulnerability due
to concentrations and financial flexibility either through
collateral monitoring visits or face to face meetings with
management.
The financial statements, combined with information
obtained from management, provide a factual basis for interested
parties to reach their own conclusions about the future prospects
of the company.
We STRONGLY believe accountants and auditors
should not be required to attest to disclosures that are
essentially prospective in nature.
From the Committee's
perspective, the provisions of this proposal will be onerous for
all companies to apply. Moreover, the range of possible risks and
uncertainties that could have an adverse effect on smaller entities
is virtually unlimited. Significant additional procedures will be
required to ensure that all relevant disclosures have been made.
In view of the prospective nature of some of these disclosures, we
believe the information provided will likely become obsolete within
a relatively short time after the financial statements are issued.
For the reasons cited above, we suggest that this proposal should
not be adopted.
CONCEPTS IN PROPOSED STATEMENT

TERMS AND DEFINITIONS
The terms "severe impact" and "reasonably possible" are too
ambiguous and subjective to provide a definitive basis for the
proposed disclosures. We believe that unless reasonable objective
criteria are established to determine appropriate disclosures,
practitioners will tend to "over-disclose" to avoid possible
litigation.
Such an approach could result in "boiler plate"
disclosures, eroding the credibility of financial statements. Even
worse, they have the potential of becoming a self-fulfilling
prophecy - by causing creditors and suppliers to change their
attitude toward a company. Specific comments concerning some of
the terms used in the proposal follow.

Reasonably Possible - this term, by itself, does not provide
an objective basis to evaluate future events. Practitioners
are comfortable with its use when evaluating contingency
disclosures since it is usually determined by default rather
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than by specific identification. The objectivity of this term
is diminished dramatically when the notion of reasonably
possible is singly applied to a wide range of possible future
events.

Severe Impact - this term is defined as more than "material”
but less than "catastrophic".
Materiality is a matter of
professional judgment and is influenced by the accountant's
"... perception of the needs of a reasonable person who will
rely on the financial statements." We believe it would be
inappropriate to define "severe impact" in relation to
materiality since that term itself is highly subjective.
Also, the term catastrophic, as used in the context of this
statement, is new to most practitioners and may be subject to
wide interpretation.
We believe defining severe impact in
relation to these two terms would, in effect, raise the level
of subjectivity by the product of two other terms that are
themselves subjective. Moreover, use of an obscure term adds
another layer of subjectivity to the information provided in
financial statements.
Information Management is Reasonably Expected to Know - This
concept, used in conjunction with the disclosures relating to
financial flexibility, will be most difficult for accountants
to evaluate.
We believe it will present interpretation
questions similar to those occurring with the "ability and
intent" notion. Accountants may have difficulty determining
the sort of information management is reasonably expected to
know and, as a consequence, could be forced to rely on
management representations, which, as evidence suggests, can
lack objectivity.
ISSUANCE DATE OF THE FINANCIAL STATEMENTS
The disclosure requirements relating to certain significant
estimates and financial flexibility would be based on information
available prior to issuance of the financial statements.
It is
unclear whether that date should coincide with the issuance date of
the accountant's report. Under existing professional standards,
most practitioners use the date of the accountants', report as the
cut-off date for the note disclosures.
It appears that the
proposed statement is establishing a disclosure cut-off date that
extends beyond the date the field work is completed. In the small
business arena, this could result in increased costs to the client
if additional procedures are required.

DISCLOSURES CONCERNING NATURE OF OPERATIONS AND USE OF ESTIMATES
We believe the proposed disclosures relating to the nature of
operations and the use of estimates in the preparation of financial
statements would provide useful information to users about an
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entity's ownership, size, major products and the basis for the
information provided in the financial statements.
Because these
disclosures are already required by other pronouncements we believe
it is not necessary to reiterate them in other pronouncements.
CERTAIN SIGNIFICANT ESTIMATES
Paragraph 19 states that, "Disclosure of routine estimates normally
is not required because such estimates generally would not be
subject to wide variations that could materially affect the
financial statements."
The allowance for doubtful accounts
receivable is provided as an example of such an estimate.
It cites an entity's credit policies, prior collection experience
and a lack of concentration of accounts receivable as factors that
may suggest the estimate of collectibility is not subject to wide
variations. The Committee believes the foregoing exemplifies the
subjective nature of the disclosures required by this provision.
A prudent person could easily conclude it is "reasonably possible"
an entity's collection experience may significantly change over the
next twelve month period, adversely affecting the financial
statements. A company's favorable collection trend can deteriorate
rapidly.
In view of the foregoing, we do not believe prior
collection experience would necessarily provide sufficient basis
for disclosing the potential near-term effects of the risks and
uncertainties associated with estimates relating to the calculation
of accounts receivable.
If disclosures of certain significant
estimates used by management are required, we believe they should
discuss, in general terms, how material changes in those estimates
could impact the company's financial status.
Users could then
evaluate this information and reach their own conclusions about the
risk factors associated with management's estimates.

CURRENT VULNERABILITY DUE TO CONCENTRATIONS
The committee believes the bench mark for disclosing concentrations
- events that make "the enterprise vulnerable to the risk of a
near- term severe impact" - is too discretionary and would likely
increase the cost of financial reporting for many entities. FASB
Statement #14, "Financial Reporting for Segments of a Business
Enterprise," requires publicly-held companies to disclose sales to
a single customer when 10 percent or more of the company's, sales
are derived from that customer. Such an objectively determinable
disclosure adequately informs financial statement users of the
company's vulnerability due to sales concentration. If additional
disclosures are required for other types of concentrations, we
believe they should be based on an objective criteria, such as a
percentage of sales, expenses or total assets.
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FINANCIAL FLEXIBILITY
The Committee believes the disclosures relating to financial
flexibility would negatively portray the liquidity of many
entities, especially smaller businesses.
Smaller companies
routinely engage in the courses of action described in paragraph
27. Therefore, those that do not maintain a line of credit with a
financial institution will be required to provide these disclosures
in their financial statements. It is unclear whether all reasonably
possible events should be considered when evaluating and entity's
ability to pay its expected cash outflows. For example, an entity
may be required to prepare a cash flow forecast to determine
whether this disclosure is necessary. Because a cash flow forecast
is based on a number of key assumptions, it is not clear whether
these assumptions should incorporate the effects of all other
reasonable possible factors identified by management (e.g.,
potential loss of a major customer). The final statement should
discuss this issue and provide some guidance on the type of
assumptions that need to be considered when determining estimates
of future cash flows.
CLOSING COMMENTS
In summary, the Committee is very concerned with the potential
economic impact this proposal would have on smaller businesses, in
view of the "soft" nature of the information that would be
disclosed and the likelihood of misinterpretation of the
disclosures. Moreover, client perceptions concerning the negative
nature of the proposed disclosures may serve to distance smaller
businesses from the services provided by CPAs, either through
election of lower level accounting services (e.g., compilations or
reviews) or reduced candor towards CPAs.
We believe that the
information required by this statement would so strongly influence
the financial community it would make it nearly impossible for any
small business to obtain adequate and competitive financing. We
recognize your efforts stem from a desire to raise the overall
level of public confidence placed on the work of CPAs. However, we
believe that goal as it relates to smaller entities, should be
pursued through other means.
We appreciate the opportunity to
present these comments on behalf to the Private Company Practice
Committee of the Colorado Society of Certified Public Accountants.

Sincerely,

David Gracey, Chairman
Private Company Practice Committee
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Colorado Society of
Certified Public Accountants
July 27, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft on Proposed Statement of Position,
"Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility"

Dear Mr. Gill:

The Not For Profit Committee of the Colorado Society of CPAs has
reviewed the above referenced exposure draft and submits the
following comments.

General
In general, we agree with providing users of financial
information with many of the proposed disclosures. However, we
also believe that the exposure draft would place an undue burden
on all small companies, public or private if they have to comply
with this exposure draft. We believe this SOP goes too far in
requiring information which is very judgmental in nature and
which can be easily misinterpreted.

Exemptions

All private companies regardless of size, should be exempt from
the requirements of this exposure draft.
We believe the
additional costs of complying with this exposure draft will force
many private companies to choose to omit substantially all
disclosures required by generally accepted accounting principles.
We believe this will be a disservice to users of financial
information.
We suggest that the SEC's definition of a small business be
adopted for purposes of providing an exemption from the
requirements of this exposure draft. We believe small companies
should be exempt primarily because of the requirements of this
exposure draft portraying negative financial information to
investors and financial institutions.
Most of the small
companieswould be required to prepare cash flow reports to
comply with the requirements of this exposure draft because of
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their limited financial flexibility.
Certain disclosures relating to vulnerability due to
concentrations could also place these companies at a competitive
disadvantage when negotiating with customers and vendors.
For
these reasons we believe the exemption of small companies should
be applied.
If this Exposure Draft is issued as a Statement of Position, we
believe the "Nature of Operations" and "Use of Estimates"
sections could apply to private companies, and that the other
three sections should be deleted. Further discussion of our view
follows.
Nature of Operations

We basically concur with the AICPA’s position on disclosure of
nature of operations.
We believe this information should be
objective in nature and is not costly to produce and can be very
beneficial to the reader of the financial statements. The more
subjective information discussed in the SOP, i.e., market
information, should be management's responsibility and included
in the MD and A Section already required for public company
filings. The detailed disclosures that could be harmful to some
companies because competitors would gain meaningful information
that is otherwise unavailable to them should be deleted from the
SOP.

Use of Estimates
Paragraph 11 in this section needs to be more specific and
clarified. We are unsure of what added information the users of
the financial statements will get from a boiler plate paragraph
used in the examples.

However, we support a requirement to add a paragraph to the
accounting policy footnote, but would encourage the Committee to
provide a more detailed example.
Certain Significant Estimates

We believe the SOP takes this concept too far. We believe the
current literature from SFAS 5 and AU 508.16 - .33 already
addresses estimates which are so imprecise in the near term that
the effects on the financial statements could be material.
Current literature also addresses material uncertainties as it is
addressed in the Auditor's Opinion.
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We believe this section of the SOP could be interpreted
differently by many people and cast needless doubt on the
credibility of the financial statements.
If the section stays,
we prefer to see severe impact as the only criteria in disclosing
the certain significant estimates.

Current Vulnerability Due to Concentrations
We would like to see a more objective means of determining
concentrations, which should be disclosed, e.g., the SEC's ten
percent customer disclosure requirement, versus the subjective
information in the SOP. If additional disclosures are required
for other types of concentrations, we believe they should be
based on an objective criteria such as percentage of sales,
expenses or total assets.

Financial Flexibility
We believe this section should be removed altogether.
It call
for too much speculation on the part of the client, as well as
the auditor and is subject to becoming a "self-fulfilling
prophecy".
The current going concern literature already
addresses the reader's needs sufficiently.

Legal Considerations

Our committee is concerned that current legislation before
Congress regarding detection of fraud be reviewed and
incorporated into the surrounding disclosures required by this
SOP.
As we have previously discussed, this SOP contains terms
which are ambiguous and are bound to lead to litigation risk.
The three areas where we believe this will happen are:
•
•
•

Reasonably Possible
Severe Impact
Information Management is Reasonably Expected to Know

We believe the AcSEC should attempt to articulate clearer
standards based on objective information such as percentages,
proportions, dollar levels, etc.
Conclusion

In summary, the Not For Profit Committee of the Colorado Society
of CPAs is very concerned with the potential economic impact this
proposal could have on smaller businesses.
Moreover, client
perceptions concerning the negative nature of the proposed
disclosures may serve to distance smaller businesses from the
services provided by CPAs. We recognize your efforts to provide
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an increased level of public confidence placed on the work of
CPAs. However, we believe that goal as it relates to smaller
businesses, should be pursued through other means.
We appreciate the opportunity to respond to this SOP. We would
be pleased to discuss our comments with you, or representatives
of the Accounting Standards Executive Committee at your
convenience.
Sincerely,

Mark R. Eggleston, Chairman
Not For Profit Committee

State of Utah
Department of Administrative Services
Division of Finance
Michael O. Leavitt
Governor
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L. Crabtree, C.PA.
Director

2110 State Office Building
Salt Lake City. Utah 84114
(801) 538-3020

July 20, 1993

TO:

Governmental Accounting Standards Board
401 Merritt 7
P.O. Box 5116
Norwalk, CT 06856-5116

FROM:

Kathy Trees, CPA
Financial Reporting Manager
State of Utah

We are would like to respond to the exposure draft "Proposed
Statement of Position, Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility "
to assist you in
developing a response to the AICPA Accounting Standards Executive
Committee.
In our review of this proposed SOP it appears that most of the
disclosure requirements were intended to apply to non-governmental
entities and we had difficulty in seeing a need for the types of
disclosures set forth. We feel the financial disclosures required
of governments are already somewhat of a burden. The CAFR for the
State of Utah for the year ended June 30, 1992 included over forty
pages of notes with additional pages setting forth supplemental
information.
It is our opinion that the current disclosures
required for governmental accounting some times require more cost
and effort than any added value to the statements, and thus we are
reluctant to give support for this proposed SOP.
Perhaps these
disclosures are needed in the private sector, where notes are much
more condensed.
We do not see their value in the government
sector, especially at the state level.
For government entities, federal revenues are generally
For state
already disclosed in the financial statements.
governments, it is very unlikely that the federal granting agency
would ever be lost.
Therefore, the statement that it is always at
least reasonably possible that a grantor will be lost is not
practical for state governments.

Proprietary information is not very applicable to state
government. The only confidential concerns would be in the area of
litigation, which didn't change substantially from the current
disclosure requirements.

Concerning significant estimates as covered by the SOP. The
disclosure criteria and guidance seemed very broad and subjective.
The disclosure criteria appeared to require substantial detail
concerning estimates and how they could change.
However, the
example disclosures were very general and had limited value.
For the examples used in the criteria sections it was not
always easy to tell what risks or uncertainties the examples were
trying to point out.
For example, the statement that long-term
investments were sensitive to changes in estimates was not
particularly clear.
Was it referring to market value, carrying
value, or the risk of having to sell a long-term investment prior
to maturity? If it was referring to market values, which types of
investment are considered to have sensitive estimates?
The concept of "severe impact" seems reasonable and no more
difficult to apply than determining materiality. By necessity, it
must be based on client and auditor judgement.
The disclosure
criteria for concentrations, however, is unclear and subjective in
a government setting.
Does the fact that a state receives
significant revenues from sales tax, income tax, or other taxes
make it vulnerable for a near-term severe impact or must there also
be some economic condition in the state that would indicate a
change is reasonably possible? Is it always considered reasonable
possible that the economy will take a down turn and, therefor,
create a revenue impact?
Is it always considered reasonably
possible that a large employer or an industry will scale back and
create revenue shortfalls or increased expenditures such as
unemployment benefits?
Since most
state activities
are
concentrated within the state, does that need to be disclosed? Do
the states loan programs represent a concentration? Isn't it self
evident that they are located within the state? The disclosure of
this type of information seems to have little value.

Paragraph 14 of the proposed SOP, which was included to show
where the existing requirements of FASB Statement 5 ended and the
proposed SOP picked up was very confusing. Because entities are
not required to disclose quantitative information beyond that
required by FASB Statement No. 5, the only additional information
is that the estimate may change in the near-term.
Since all
statement users should understand that estimates by their nature
are subject to change, the value of the disclosure that it could
happen in the near-term is questionable.
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The requirement for an entity to prepare cash flow forecasts
does not seem inappropriate.
All entities can benefit by the
preparation and use of cash flow forecasts. The benefits of this
requirement should more than outweigh any costs.
While most of the section on financial flexibility seems
straight forward, the part about reducing or eliminating services
or deferring maintenance is very subjective for governments. Each
year a government's level of services and maintenance of
infrastructure is dependent on the expected revenues.
In
government, there will likely never be adequate funding to provide
for the optimum level of education, welfare, or other services.
Given this never ending and ever increasing need for government
services, how do you determine what constitutes a reduction in
services?
Is it a reduction in services if you maintain a set
level of funding and serve the same number of citizens but a
smaller percentage of those that need it.

The maintenance of infrastructure or other fixed assets can
seldom be completely provided for. How do you determine what level
of deferred maintenance of a building, road, or highway would
require disclosure? Most citizens would argue that roads are never
adequately maintained. How can a government ever really measure
what should be spent on road maintenance or on cleaning up the
environment?
Since the SOP requires disclosures to be made on what
management is reasonable expected to have knowledge,
the
completeness of the disclosures will be very difficult to
determine. Management and the auditors are open to being second
guessed as additional information becomes known. The requirements
are so broad that it will be difficult for management to feel
completely comfortable with the note disclosures. We believe it
will be even more difficult for an outside auditor to feel
comfortable.
We found the proposed SOP to be somewhat ambiguous and so
broad that it will be difficult to develop supporting documentation
for disclosure. Many times we found the illustrative disclosures
did not leave the reader in any better position to come to a
conclusion than saying nothing about it.
We have some concerns
that this type of disclosure requirement will put us in a position
of never being in compliance.
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The requirement that the information be based on what the
entity's management is reasonably expected to know does not clarify
what level of management should be involved. A state government
has many diverse operations and functions and many different
departments or agencies to perform those functions. The top level
of management in a state cannot be reasonably expected to have
knowledge of all the risks and uncertainties that are included in
the SOP. To ensure that the disclosures are complete, the state's
top management and their auditors would have to do a great deal of
research at the department or agency levels.
The SOP should
clarify what level of management should be involved.
The new phrase "near-term” may have a technical difference
from the definition of short-term, but in practice it will not be
treated any differently. To avoid confusion, it would be better to
use the well accustomed phrase short-term.

In general the business world is full of risks and
uncertainties, most of which cannot be anticipated. We can become
paranoid with concerns about things that may happen in the future,
but somehow never come to pass. No one has a crystal ball that can
tell the future. Add to this the fact that most of the disclosures
are general statements that simply disclose the common sense
inherent risks of doing business. These disclosures are unlikely
to benefit the uninformed user and will only repeat what an
informed user already knows.
Their benefit is questionable.
Accordingly we support the minority view of the proposed SOP.

We appreciate the work you do on our behalf. Should you need
additional information or have any questions concerning our
position, please contact me at (801) 538-3734 or Dave Pierce at
(801) 538-3084.

cc:

Gordon Crabtree, Division of Finance
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COLUMBIA GAS
System

Richard E. Lowe
Vice President and Controller

July 27, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290

AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
The Columbia Gas System, Inc. is pleased to submit its comments with
respect to the Exposure Draft of the proposed Statement of Position (SOP), Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility. The Columbia Gas
System is one of the nation's largest natural gas systems. Subsidiary companies are

engaged in the exploration, production, storage, transmission and distribution of natural
gas and other energy operations such as cogeneration. Columbia's transmission and

distribution facilities serve, directly or indirectly, over eight million customers in 15 states
and the District of Columbia.
We would like to take this opportunity to express our serious objections to

the requirements of the proposed SOP. The introduction of the proposed SOP uses the
term "specified criteria", implying textbook precision for the resulting disclosures. I

have heard many complaints, from both public and private accountants, that superior
financial reporting cannot result from a "cookbook" approach to accounting. Financial
accounting and reporting requires professional judgment, and cannot be reduced to

"accounting by the numbers".

The proposal takes the cookbook approach to an extreme, and if adopted
will fill financial statements with so much meaningless data that the user will be unable
to determine what is relevant and important Having to disclose "reasonably possible"
events whether or not they are probable of occurring would expand the disclosure to the
point of confusion.
The proposed SOP also attempts to redefine terms which, by their nature,
have been and always will be subject to interpretation. Preparers would need a crystal
ball to distinguish between the two definitions of "financial flexibility". "Near term" is

indistinguishable from "short term". The threshold of "severe impact", and its
relationship to the thresholds "materiality" and "catastrophic", is impossible to

determine.

Columbia Gas System Service Corporation, 20 Montchanin Road, P.O. Box 4020
Wilmington. Delaware 19807-0020

I support the Minority View, and do not believe there is any reason to

issue this proposed SOP. The accounting rules in place cover the situations addressed in
the proposal, assuming that preparers make proper disclosures and that auditors require
the same. This proposed SOP reflects an inappropriate development of GAAP, and is

not in the best interest of financial users, preparers or auditors.

Columbia appreciates the opportunity to provide input and contribute to
the standard-setting process and hopes our comments will be considered by the AcSEC
in its discussion of these important issues. Should you have any questions or if you
would like to discuss any of our views, please feel free to contact us at your convenience.

BORELLI JOYCE & LIPUMA
CERTIFIED PUBLIC ACCOUNTANTS

July 26, 1993

Mr. Frederick Gill
Senior Technical Manager

Accounting Standards Division File 4290
AICPA

1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:
I am pleased to have an opportunity to comment on the proposed statement of position
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility."

My comments are summarized in the attachment to this letter. The major concerns that I have

are:

• Disintegration of the distinction between historical and prospective financial statements.
• Propriety of notes to financial statements used as a vehicle for disseminating this

information to third parties.
• Application of audit standards to compiled and reviewed financial statements.

The proposed SOP points out many of the inadequacies of historical financial reporting. In my

opinion, the proposed SOP does not satisfy those inadequacies in a manner that is equitable for

all entities and practitioners.
Thank you for your attention to the comments enclosed and those of other interested parties.

Very truly yours

Michele C. LiPuma, CPA
MCL:dll

Enclosure
100 CORPORATE PARKWAY
SUITE 414

AMHERST. NEW YORK 14226
(716) 838-9720 / FAX (716) 838-9724

Comments on Proposed Statement of Position

"Disclosure of Certain Significant Risks and

Uncertainties and Financial Flexibility"

Paragraph
3.

Comment
The scope of this SOP covers all entities regardless of acknowledged users.

Certainly investors in publicly traded entities have a need to know certain
information about a company over which they have little control.

However,

companies with one or two active owners already have the information covered
by the SOP’s requirements.

Third-party users of the financial statements of

closely held companies, in my experience, obtain information regarding risks and

financial flexibility through their own investigations.
4.

The excluded information would appear to have more significance than the
included information.

8.

Non-specific format of disclosure will hardly generate clearly defined discussion

of the risks and uncertainties; rather management will be able to make strong

cases for vague and cryptic references to risks in their financial statement notes.

26.

The disclosure of management’s financial flexibility is the most onerous

requirement of the proposed SOP.
Companies subject to the reporting requirements of the SEC do not have to
disclose this type of information and their auditors do not report on it.
Management’s discussion and analysis has not been brought into the notes of the
financial statements of these companies.

For reasons outlined below, this

information cannot be reported on in a manner consistent with our existing
historical statement standards.

General Comments:
Completeness of management’s representations:

When conducting an audit of a company, certain assessments are made about the control
environment and the ability of management to produce competent evidential matter. In the areas
of risks, uncertainties and financial flexibility, the auditor may have the ability to properly assess

completeness. In those instances where a compilation or review is being performed, there will
be additional cost incurred to develop a sense of completeness.

First, clients will have to be

educated in the requirements of the SOP and then instructed on how to develop the information.
For companies not involved in SEC reporting, these concepts will be a burden. Under the
Statements on Standards for Accounting and Review Services, we contemplate certain procedures
for those instances where incomplete information is suspected, however, this SOP covers
extremely subjective and sensitive issues. When dealing with these types of situations, the
accountant performing SSARS engagements may find that anything less than audit procedures

will not provide assurance that management’s information is complete.

BORELLI JOYCE & LIPUMA
CERTIFIED PUBLIC ACCOUNTANTS

Use of specialists:

An independent accountant will not have the competence to report on disclosure of most
significant estimates. This SOP would widen the scope of reporting on estimates, which in turn
widens the use of specialists. For accountants issuing compiled or reviewed reports, is this SOP
going to impose audit standards? At some point we will have to stop using statements on audit

standards forjudging the work done for unaudited financial statements. This increase in scope
will, in fact, place an undue burden on local firms in the form of increased liability insurance

premiums, and in business lost to deep pocketed national firms as local firm rates are forced to
increase. Reporting on all the elements that affect a business cannot possibly be an expectation
of an independent accountant reporting on financial statements. An investor in a company would

not ask a CPA if a patent held by a company had any value, they would ask a specialist in that

industry. This SOP will reduce the CPA to a mouthpiece passing along hearsay of specialists.

Impairment of Independence:

In non-publicly traded entities, there are often not enough competent staff available to
prepare historical information, let alone the projections required by this SOP. If an independent
accountant participates in the assembly of cash flow forecasts, not only does he incur more cost
for his client, he may in fact impair his ability to report on disclosures that rely on the results
of such forecasts. An undue burden is placed on companies that may not understand why our

internal rules force them to hire additional specialists to prepare projections.
Historical versus Prospective information:
The definition of prospective financial information includes the entity’s expected financial

position, results of operations and cash flows based on future conditions it expects to exist and
the course of action it expects to take.
There are no disputes that financial flexibility information would be helpful knowledge for
an investor or creditor to have about a company. However, the appropriate vehicle for such
information is the forecasted financial statements of that company.
Forecasted financial
statements provide a complete set of assumptions and significant policies associated with it. The

level of reporting on the forecast is appropriate for that entity instead of encompassing the
information under the same level of reporting used for historical financial statements. This SOP

inappropriately blurs the distinction between what happened yesterday and what is expected to

happen tomorrow.

While I firmly believe that prospective information is important and often

more useful than historical financial statements. I would never recommend that all my clients

This SOP blindly assumes that what may be good for one entity, will
be good for all entities. The limitation of "significance" does little to protect the practitioner

participate in forecasts.

from assault for professional liability.

Investors and creditors could be better served by

increased awareness that forecasted financial statements are available and that they should
demand them in full, not just an abbreviated footnote disclosure on one element of future

operations.

BORELLI JOYCE & LIPUMA
CERTIFIED PUBLIC ACCOUNTANTS

HB W

HEVIA,BEABLES & WHITEMAN. PA.

Certified Public Accountants • Consultants
Serving the Business Community Since 1974

July 24,

1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute Of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Comments on exposure draft on proposed SOP "Disclosure of Certain
Significant Risk and Uncertainties and Financial Flexibility".

I agree that the disclosures proposed in this Statement are useful
and important to a creditor or investor. However, with some
exceptions I believe that this information is better communicated
through methods other than an entities financial statements.
Further, in my view the cost/benefit of applying this Statement to
nonpublic entities can not be justified.
NATURE OF OPERATIONS

While this information may be useful in some financial statements
this type of information is already presented in management
comments incorporate in public filings. As to nonpublic entities
the typical users of these financial statements almost always have
the ability to negotiate directly with the entity to obtain
additional
information
before
making
credit
or
investment
decisions. Many smaller companies do not maintain information
regarding relative size of markets and therefore would have to
develop such information solely for the purpose of complying with
this Statement. CPA's would also have to expand the current scope
of
their
engagement
to
evaluate
the
reliability
of
this
information. Realistically, whatever type disclosure is made to
address this requirement will either be meaningless ( as in the case
of an active owner) or insufficient( as in the case of a bank
extending credit).

USE OF ESTIMATES IN THE PREPARATION OF FINANCIAL STATEMENTS
I agree with this requirement for all statements.

Member: Accounting Firms Associated, inc., Alliott Peirson International with affiliated offices worldwide
American Institute of Certified Public Accountants. S.E.C. and Private Companies Practice Sections
Florida Institute of Certified Public Accountants
Suite 1403. 111 Second Avenue N.E.. St. Petersburg. Florida 33701-3443
(813) 898-2727 Fax: (813) 823-5404

CERTAIN SIGNIFICANT ESTIMATES

I agree that the nature and risk associated with significant
estimates should be disclosed. However, it is my observation that
this type of disclosure is already required under various existing
pronouncements.
This Statement appears to expand existing
requirements to disclose not just the nature of such estimates but
also the potential effects if the estimate is incorrect. It would
appears that in order to accomplish this that the Accountant would
also have to consider and possibly calculate alternative estimates
or ranges of estimates related to significant estimates and to
consider sensitivity analysis of underlying assumptions. In many
instances such procedures are well in excess of current
requirements. The example disclosures set forth in paragraph 15 of
the Statement imply that the accountant will be assuming
responsibility for estimating and commenting on prospective data
such as the potential effects of technological change on
inventories. I recommend that this Statement limit disclosure of
significant assumptions to the major underlying assumptions without
any requirement to attempt to determine effects on the financial
statements.
CURRENT VULNERABILITY DUE TO CONCENTRATIONS

My conclusion on this area are similar to those stated under NATURE
OF OPERATIONS. Additionally, the profession is still in the process
of implementing FASB 105. To date my experience has been that many
CPA firms have implement the letter of FASB 105 through "Boiler
Plate" generalized note disclosures which add little if no utility
to the financial statements. I believe that adding additional
requirements while 105 is still being implements would be
counterproductive,

FINANCIAL FLEXIBILITY

In my view this is the most troubling of the Statements
requirement. The concepts incorporated may not be applicable to
many nonpublic enterprises who are routinely dependent on the
financial abilities of their owner to guarantee credit and advance
funds. I believe that SAS 59 adequately addresses these issues
particularly as they relate to nonpublic entities. These type of
prospective disclosures
significantly increases
accountants
liability for failing to predict future events. Prospective
information of this type is rarely available in most nonpublic
entities and may require significant expansion of existing scope to
develop.

OTHER MATTERS

The Statement requires various disclosures of "soft information".
This requirement may result in unrealistic expectation from users
of financial statements regarding our professions ability to
identify and communicate the significance of this information on
the financial statements especially when much of it is predicated
on future events.

In applying this proposed Statement to small entities especially on
compilation engagements I believe that we will find that a
significant number of these entities will elect for cost reasons to
issue financial statements without full disclosure or elect to use
an OCBOA basis of accounting. Such actions would have a negative
effect on the adequacy of financial information provided to users
of these financial statements.

I thank AcSEC and its staff for consideration of these comments.

Very truly yours,

HEVIA, BEAGLES & WHITEMAN, P.A.

Daniel J. Hevia, C.P.A.

DJH:tv
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July 26,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

Proposed Statement of Position (SOP):
Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility
(File 4290)

Dear Mr. Gill:

We appreciate the opportunity to comment on this proposal. We have two basic
objections to the proposed disclosures. First, for a public company, most of the
required disclosures are already being provided, as appropriate, in the narrative
and other portions of the company’s annual report to stockholders or Form 10-K.
To require inclusion of redundant information in the financial statement footnotes
does not add value, but it does increase audit costs and retard effective
communication. Second, we think this proposal, to a significant degree, is in
reaction to recent events: the S&L and government funding difficulties. These
isolated events should be dealt with directly for the entities affected. There is no
value added, and therefore no cost efficiency, in requiring unnecessary
disclosures for all commercial companies.

TEXAS INSTRUMENTS INCORPORATED • POST OFFICE BOX 655474 • DALLAS. TEXAS 75265

Mr. Frederick Gill
Page 2
July 26, 1993

From a public commercial company perspective, we have the following
comments on the proposed disclosure topics:
Proposed Disclosure Topics
Nature of the entity's operations
(major products, markets, location)

Comment
This is already provided in the annual
report president's letter and products
discussion, the MD&A, the Form 10-K,
and the geographic data in the
segment footnote.

Use of estimates in the preparation of
the financial statements.

The use of estimates is already
discussed in the auditor's report.
Also, the example provided
(paragraph A.15) is boiler plate; it
restates the obvious, i.e., that
estimates are subject to change.

Certain significant estimates (discuss
effects if it is reasonably possible an
estimate change would be material).

This is essentially already being
provided: in the MD&A for
uncertainties/contingencies, non
indicative results, and trends. In
addition, contingencies are included
in the SFAS No. 5 footnote disclosure.

Current vulnerability due to
concentrations (e.g., products,
suppliers, raw materials, labor,
customers, investments, patents,
expropriation risks).

This is primarily covered by a variety
of existing requirements: the Form
10-K, the MD&A, and SFAS Nos. 5,
14 and 105.

Financial flexibility (the reasonable
possibility of a cash deficiency and
management’s expected remedial
actions)

As noted in paragraphs B.55 to B.57,
the MD&A requirements already
require this disclosure.

As discussed in the preceding analysis, for a public company, the proposed
disclosures are essentially already covered by existing requirements, and are
included in various sections of the annual report or Form 10-K We see no value
added in requiring redundancy through their inclusion as well in the financial
statement footnotes.

Mr. Fredrick Gill
Page 3
July 26,1993

We have several other comments:
o

The draft notes that an evaluation of cost versus benefits is not possible
but that AcSEC believes the benefits exceed the cost. Given the
redundancies identified, we have to question that conclusion. We think
AcSEC should address the issue of cost efficiency more fully. Field tests
can gauge costs; discussions with financial statement users can
determine benefits.

o

On the topic of users of financial information: we are not aware of any
widespread user requests for this requirement. Other than the reference
to demands expressed in the financial press and Congressional hearings
(paragraph B.3), we find no analysis of user needs. This should be
addressed in connection with the cost efficiency review discussed above.

In conclusion, we believe the proposed disclosures contain much redundancy
and are unnecessary. We suggest the proposal be withdrawn and focused, if
necessary, on specific governmental or other entities where remedial action is
required. If AcSEC decides to go forward with the proposal as written, it should
evaluate cost efficiency, eliminate the redundancies, and pursue only those
items not already provided for elsewhere in the overall financial reporting
package. We would be pleased to discuss our comments further, as
appropriate.
Sincerely,

Marvin M. Lane, Jr.
Vice President and
Corporate Controller
MML/DBJ/dc

AFFLECK MELARAGNO GILMAN & CO., P.C.

Ce
rtified
Public Accountants
Julie K. Affleck, CPA
Alan R. Melaragno, CPA
Richard L. Gilman, CPA

July 26, 1993

Mr. Frederick Gill, Sr. Tech. Mgr.
Accounting Standards Division
File 4290
American Institute of CPAs
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Re:

Exposure Draft on Proposed Statement of Position "Disclosure
of Certain Significant Risks and Uncertainties and Financial
Flexibility" .

Dear Mr. Gill:
The CPAs in my firm have reviewed the above referenced exposure draft,
and we want to express our significant concerns about the burden this
would place on the members of our profession, whether they are auditing
publicly held or private companies, non-profit organizations or
governmental entities. You are in effect asking us to certify as to all
the "reasonably possible" events that could happen, thus taking us from
historical reporters to future predictors. Can you imagine the lawsuits
arising from things that happened that we didn't happen to think of when
certifying the financial statements?

We strongly believe the proposed disclosures are unnecessary for
privately-held companies because present or potential investors,
creditors and other users of private company financial statements
usually have access to information not available to stockholders of
publicly-held companies. Moreover, because privately-held entities do
not have established systems to accumulate and formally report such
information like publicly-held companies, the cost of complying with the
standard will be disproportionately greater for them.
We strongly believe the proposed disclosures are unnecessary for
publicly-held companies as well, as they overlap disclosures already
required by the SEC in the Management Discussion and Analysis section,
as well as disclosures already required by GAAP in the areas of going
concern problems, major customer risks, and contingencies.
The
following comments and suggestions are offered for your
consideration. We will begin our commentary by discussing the overall
potential impact the statement may have on small, privately-held
companies. We will also comment on specific concepts contained in the

50 South Steele Street, Suite 430 • Denver, Colorado 80209 • (303) 388-7268 • FAX (303) 388-8441

proposal, which we believe may
statement is adopted.

need

further clarification

if

the

IMPACT ON SMALLER BUSINESSES
Small Business Environment
Owners
of
small businesses
typically maintain close
business
relationships with their bankers, major vendors and customers.
They
routinely provide information to these outside parties that is generally
not made available to investors and creditors of publicly-held
companies.
In fact, our experience indicates that those with a vested
interest in the financial affairs of smaller businesses usually obtain
the necessary information to reach their own conclusions about most
significant risks and uncertainties associated with those entities.
Access to Financial Markets

Smaller businesses often may be under capitalized. As a consequence,
they rely largely on the financial resources and credit history of their
owners or shareholders.
These businesses commonly deal with one or
perhaps two lending institutions and routinely modify or renew existing
credit agreements in response to seasonal changes in cash flows.
A
smaller entity's ability to meet its near term cash outflow needs is
very dependent upon actions taken by management (e.g., additional
capital infusions, negotiation with lenders, etc.). Because of these
inherent characteristics of smaller businesses, we believe the proposed
disclosures concerning financial flexibility will tend to present them
in a negative manner.
Bankers and investors may have difficulty
overcoming these negative disclosures and, as a result, could be
reluctant to provide financing to such entities.

Possible Impact of Costs Associated with Proposed Statement
In today's environment, smaller businesses are confronted with a variety
of economic challenges, including rising health care costs, foreign
competition, environmental protection costs and government regulations.
In an effort to reduce costs, many are opting for reviews and
compilations instead of audits. Because the proposed disclosures would
also be required for reviews and compilations, smaller entities would be
particularly disadvantaged- The relative increase, in the cost of such
services as a result of these additional disclosures will be
disproportionately greater for them. Consequently, if this proposal is
adopted, we believe more reporting entities will elect to omit the
financial
statement disclosures required by generally accepted
accounting principles.
This, in turn, will place pressure on the
financial community to accept non-disclosure compilations.

Disclosure of Proprietary Information

Generally accepted accounting principles currently require publicly-held
companies to disclose sales to any single customer if 10 percent or more

of its sales are derived from that customer. Nonpublic enterprises are
required to disclose information about economic dependency when such
disclosures may be necessary for a fair presentation. Many nonpublic
companies use the 10 percent or more threshold as a basis for disclosing
this information.
Accordingly, we believe that current accounting
standards already provide information to financial statement users that
allows them to evaluate the company's economic dependency.
The disclosures required by the proposed statement relating to current
vulnerability due to concentrations would, in effect, be an unequivocal
declaration by the company that the loss of a particular customer or
group of customers will have a near-term severe impact on its
operations.
We believe such disclosures can place many smaller
businesses at a competitive disadvantage.
The fact that a company
transacts a large volume of business with a major customer is usually
known by financial statement users. However, a company usually does not
disclose to major vendors and customers that its economic viability is
dependent upon them. Preliminary discussions with our clients suggest
that management believes disclosure of this information may place a
company at a disadvantage when negotiating with major customers and
suppliers. Management expressed similar concerns about the disclosures
relating to certain significant estimates, because they may also place
a company at a competitive disadvantage by providing competitors with
information about company strategy and vulnerability.
Recommended Scope of Proposed Statement

Creditors and other financially related parties of nonpublic entities
routinely obtain information required by the proposed disclosures
concerning certain significant estimates, current vulnerability due to
concentrations and financial flexibility either through collateral
monitoring visits or face to face meetings with management.
The
financial
statements,
combined
with information obtained
from
management, provide a factual basis for interested parties to reach
their own conclusions about the future prospects of the company.
We strongly believe auditors, particularly auditors of smaller
companies, should not be required to attest to disclosures that are
essentially prospective in nature. From our perspective, the provisions
of this proposal will be onerous for smaller companies to apply since
their threshold for the required disclosures will be particularly low.
Moreover, the range of possible risks and uncertainties that could have
an adverse effect on smaller entities is virtually unlimited.
Significant additional audit procedures will be required to ensure that
all relevant disclosures have been made.
In view of the prospective
nature of some of these disclosures, we believe the information provided
will likely become obsolete within a relatively short time after the
financial statements are issued.
For the reasons cited above, if this proposal is adopted, we believe the
provisions of the statement should not be applied to nonpublic
enterprises, as defined in paragraph 13 of FASB Statement No. 21,
"Suspension of the Reporting of Earnings per Share and Segment
Information by Nonpublic Enterprises."

CONCEPTS IN PROPOSED STATEMENTS
Terms and Definitions

The terms "severe impact" and "reasonably possible" are too ambiguous
and subjective to provide a definitive basis for the proposed
disclosures. We believe that unless reasonably objective criteria are
established to determine appropriate disclosures, practitioners will
tend to "over-disclose" to avoid possible litigation. Such an approach
could result in many pages of "boiler plate" disclosures, eroding the
credibility of financial statements.
Even worse, they have the
potential of becoming a self-fulfilling prophecy - by causing creditors
and suppliers to change their attitude toward a company.
Specific
comments concerning some of the terms used in the proposal follow.
Reasonably Possible
This term, by itself, does not provide an
objective basis to evaluate future events.
Practitioners are
comfortable with its use when evaluating contingency disclosures
since it is usually determined by default rather than by specific
identification.
For example, when used in the context of FASB
Statement No. 5, "Accounting for Contingencies", the notion of
reasonably possible is applied to an existing condition or set of
circumstances.
If the condition under evaluation does not fall
within the range of the other two more easily understood terms
"remote" and "probable", it is considered to be reasonably
possible. When this term is applied to a specific situation and
used in conjunction with the other two terms defined in FASB
Statement No. 5, it provides acceptably objective results.
However, that objectivity diminishes dramatically when the notion
of reasonably possible is singly applied to a wide range of
possible future events.

Severe Impact This term is defined as more than "material" but
less than "catastrophic". Materiality is a matter of professional
judgment and is influenced by the accountant's "...perception of
the needs of a reasonable person who will rely on the financial
statements".
We believe it would be inappropriate to define
"severe impact" in relation to materiality since that term itself
is highly subjective. Also, the term catastrophic, as used in the
context of this statement, is new to most practitioners and may be
subject to wide interpretation. We believe defining severe impact
in relation to these two terms would, in effect, raise the level of
subjectivity by the product of two other terms that are themselves
subjective. Moreover, use of an obscure term adds another layer of
subjectivity to the information provided in financial statements.

Information Management is Reasonably Expected to Know
This
concept, used in conjunction with the disclosures relating to
financial flexibility, will be most difficult for accountants to
evaluate.
We believe it will present interpretation questions
similar to those occurring with the "ability and Intent" notion.
Accountants may have difficulty determining the sort of information
management is reasonably expected to know and, as a consequence,

could be forced to rely on management representations, which, as
evidence suggests, can lack objectivity.

Issuance Date of the Financial Statements
The disclosure requirements relating to certain significant estimates
and financial flexibility would be based on information available prior
to issuance of the financial statements.
It is unclear whether that
date should coincide with the issuance date of the accountant's report.
Under existing professional standards, most practitioners use the date
of the accountants' report as the cut-off date for the note disclosures.
It appears that the proposed statement is establishing a disclosure cut
off date that extends beyond the date the field work is completed. In
the small business arena, this could result in increased costs to client
if additional procedures are required.

Disclosures Concerning Nature of Operations and Use of Estimates
We believe the proposed disclosures relating to the nature of operations
and the use of estimated in the preparation of financial statements
would provide useful information to users about an entity's ownership,
size, major products and the basis for the information provided in the
financial statements. Because the effort to accumulate this information
should not be overly burdensome, we believe the cost of providing such
disclosures would be commensurate with anticipated benefits.

Certain Significant Estimates

Paragraph 19 states that, "Disclosure of routine estimates normally is
not required because such estimates generally would not be subject to
wide variations that could materially affect the financial statements".
The allowance for doubtful accounts receivable is provided as an example
of such an estimate.
It cites an entity's credit policies, prior
collection experience and a lack of concentration of accounts receivable
as factors that may suggest the estimate of collectibility is not
subject to wide variations.

We believe the foregoing exemplifies the subjective nature of the
disclosures required by this provision. A prudent person could easily
conclude it is "reasonably possible" an entity's collection experience
may significantly change over the next twelve month period, adversely
affecting the financial statements. A company's favorable collection
trend can deteriorate rapidly.
In view of the foregoing, we do not
believe prior collection experience would necessarily provide sufficient
basis for not disclosing the potential near-term effects of the risks
and uncertainties associated with estimates relating to the valuation of
accounts receivable.
If disclosures of certain significant estimates used by management are
required, we believe they should discuss, in general terms, how material
changes in those estimates could impact the company's financial status.
Users could then evaluate this information and reach their own
conclusions about the risk factors associated with management's
estimates.

Current Vulnerability Due to Concentrations
We believe the benchmark for disclosing concentrations - events that
make "the enterprise vulnerable to risk of a near-term severe impact" is too discretionary and would likely increase the cost of financial
reporting for many entities.
FASB Statement No. 14, "Financial
Reporting for Segments of a Business Enterprise", requires publicly-held
companies to disclose sales to a single customer when 10 percent or more
the company's sales are derived from that customer. Such an objectively
determinable disclosure adequately informs financial statement users of
the company's vulnerability due to sales concentration. If additional
disclosures are required for other types of concentrations, we believe
they should be based on an objective criteria, such as a percentage of
sales, expenses or total assets.
The last two sentences of paragraph 23 seem redundant.
sentences could be replaced with the following:

Perhaps those

If the general nature of the risk or uncertainty is evident from
the description of the concentration, no further explanation is
necessary.

Financial Flexibility
We believe the disclosures relating to financial flexibility would
negatively portray the liquidity of many entities, especially smaller
businesses. Smaller companies routinely engage in the courses of action
described in paragraph 27. Therefore, those that do not maintain a line
of credit with a financial institution will be required to provide these
disclosures in their financial statements.

It is unclear whether all reasonably possible events should be
considered when evaluating an entity's ability to pay its expected cash
outflows. For example, an entity may be required to prepare a cash flow
forecast to determine whether this disclosure is necessary. Because a
cash flow forecast is based on a number of key assumptions, it is not
clear whether these assumptions should incorporate the effects of all
other reasonably possible factors identified by management (e.g.,
potential loss of a major customer). The final statement should discuss
this issue and provide some guidance on the type of assumptions that
need to be considered when determining estimates of future cash flows.
Closing Comments
In summary, we are very concerned with the potential economic impact
this proposal could have on smaller businesses, in view of the "soft"
nature of the information that would be disclosed and the likelihood of
misinterpretation of the disclosures.
Moreover, client perceptions
concerning the negative nature of the proposed disclosures may serve to
distance smaller businesses from the services provided by CPAs, either
through election of lower level accounting services (e.g., compilations
or reviews) or reduced candor towards CPAs. We recognize your efforts
stem from a desire to raise the overall level of public confidence

placed on the work of CPAs.
However, we believe that goal, as it
relates to smaller entities, should be pursued through other means.

Please reconsider this onerous pronouncement.
Very truly yours,

AFFLECK MELARAGNO GILMAN & COMPANY, P.C.

Julie Affleck, CPA
Shareholder

SWEARINGEN & SWEARINGEN CO.
Certified Public Accountants
8500 STATION STREET • SUITE 390
MENTOR. OHIO 44060-4978
216/255-4300 OR 951-3111 FAX: 255-5081

July 26, 1993

Mr. Frederick Gill
Senior Technical Manager, Accounting
Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, N Y 10036-8775

Gentlemen:
The proposed statement of position, Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility, would impose a burden on many of our
clients all of which are privately-owned companies. The cost of obtaining the
information does not justify the benefit of the disclosures.

Also, this pronouncement would place responsibilities on financial statement
preparers that exceed the requirements established by FAS Statement No. 105.
It would require judgments that could easily be challenged based on hindsight,
thereby increasing the exposure of risk to the audit or review statement preparer
with little benefit to the financial statement user.
Our opinion regarding "financial flexibility" is that we would be placed in a
position of guessing as to what is "reasonably possible" to happen plus the
"severity of the situation" and then guessing that management's "opinions" as
to courses of action are "reasonably possible".
Crystal balls create major in
creases in malpractice insurance.

We recommend that this statement be abandoned in its entirety.
Yours truly,

SWEARINGEN & SWEARINGEN CO.

Raymond Michalski

Alan G. Straka
RM/AGS/cs

Michael G. Becker, Accountant
708 West Monterey Lane
Mequon, Wisconsin 53092
(414) 241-3015
July 26, 1993
AICPA
Accounting Standards Division, File 4290
Attn: Frederick Gill, Senior Technical Manager
1211 Avenue of the Americas
New York, New York 10036-8775

Dear AICPA;
I am writing you to respond to the exposure draft regarding
the Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility dated March 31,
1993.

This statement of position seems like it is trying to
provide a pound of prevention for an ounce of cure.
Requiring all clients who prepare financial statements in
conformity with generally accepted accounting principals,
clients who prepare compilations and reviews, to look this
in depth each time they have statements prepared and then
project those results into the future would, I feel, provide
an overkill of information that would be costly for the
client, time consuming for the accounting firm and only
benefit a limited number of users.
The following are my responses to specific points keeping
the service to small and medium business in mind.

Nature of operations:

The requirement to comment on the nature of the clients
operations is not of great concern to me. A brief
description or an overview of the major products or services
offered should be public knowledge.

The use of estimates in the preparation of financial
statements:
The use of estimates in the preparation of financial
statements is already required in the statements and is of
no real concern to me.
The remaining disclosures required by the statement of
position are extremely controversial and need to be
reconsidered carefully by the accounting profession.
Disclosure of Certain Significant Estimates:

The problem I see in this aria is in the cash flow
presentation. If the company must prepare a projected cash
flow statement to answer the question regarding to Financial
Flexibility and doesn't chose to omit all disclosure, we

will need to walk a vary fine line for those clients who
have aggressive projections. The disclosure of increased
sales due to future expansion into new markets is a
proprietary and could damage the marketing strategy if found
in the wrong hands. The use of a new manufacturing technique
to cut production costs, plans of acquiring a new business,
plans of discontinuing a division are all confidential
management operations. To require an explanation of the
significant components of the plan would run the risk of
tipping off the competition.

The amount of risk will depend on who has access to the
financial information. Like no one has ever been accused of
trading insider information before.

Current Vulnerability Due to Concentrations:
The definition of "Severe Impact" seams to be extremely open
to diverse interpretations by all parties. This definition
would cover any event ranging from material implications to
just short of an act of God. The definition of a
"concentration" as stated in paragraph 21 can apply to
anything on the balance sheet or the nature of the entities
sources of revenue and supply. That is a lot of information
for a small company to have comfort on each time they
prepare a set of financial statements.
Case in point; one of the examples given in the draft that
could cause an entity to be vulnerable to risk would be the
reliability of its' suppliers. This would require that the
client management would not only have to poses knowledge
about his or her own economic stability, but also have a
working knowledge about the stability of his or her
suppliers.

The client won't want to take the added risk of speculating
about others and won't want to pay additional fees for more
extensive audit type procedures to prove his or her economic
stability. I question the reaction of the client when we ask
him or her to sign off on this. As practitioners, we would
need to add a paragraph to the management representation
letter to protect ourselves from the potential litigation.

Financial Flexibility;
I can't see how, as a practical matter, we can get the bank
to give the client any form of reasonable assurance that the
company will be able to continue to borrow under preferable
terms or be able to even define the terms that might exist
ten or twelve months from that point.

As to the method described under indirect, "delaying
payments to suppliers or employees". In many cases, major
suppliers require financial statements to grant credit to
new applicants. I can say with 99.99% certainty that no self
respecting business person would say in the statements that
the company would consider cutting off there suppliers if
times got tight. They would never get credit.

Another method stated in the draft was "liquidating assets"
like investments. If we where only talking about fortune 500
companies I wouldn't be concerned. The fact of the matter is
that many clients who have compilations and reviews
performed don't have extra assets to sell off

Final Thoughts:

The accounting profession must examen the quality and the
quantity of services we offer our clients. We need to decide
if we want to be thought of as over zeals number crunchers
who spend more time filling out checklists and keeping up
with current disclosure requirements that in many cases only
the president, and the bank will ever see, or as true
financial advisors who take historical financial information
and use it to point out avenues of opportunity for future
growth.

This statement of position would require more audit type
services and extensive speculation about future events by
all parties. It is difficult enough to compile and or review
historical data without having to guess about the "what ifs"
of future events. This statement of position can and will be
interpreted as being unlimited in it's scope in requiring
information to be included in financial statements at all
levels of reporting.
This is a ticking time bomb just waiting to go off, and when
it does, it will mean the end of compilations and reviews as
we know them. The extra work involved in identifying all of
the potential uncertainties and risks, arriving at a proper
conclusion, and having a small to medium size client who has
the inclination and the resources to pay for all this work
is highly unlikely.

AT&T
Room N313
340 Mt. Kemble Avenue
P.O. Box 1923
Morristown. NJ 07962-1923
201 326-2940

Roger F. Davis
Vice President and Controller

July 26, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
AICPA
File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Comments on the AICPA
Exposure Draft, Proposed
Statement of Position,
Disclosure of Certain
Significant Risks and
Uncertainties and Financial
Flexibility (File 4290,
March 31, 1993)

Dear Mr. Gill:

We appreciate this opportunity to share our views on the
Proposed Statement of Position, "Disclosure of Certain
Significant Risks and Uncertainties and Financial
Flexibility."
Apparently it is the purpose of this SOP to expand formal
financial statement disclosures significantly and to
require full-scale auditing of such disclosures. We are
opposed to both these general objectives.

The existing SEC MD&A process works well for public
companies because the "unaudited but reviewed" status gives
management more flexibility to provide full operational
explanations, including the identification of significant
risks and uncertainties. In our opinion, the ability to
elaborate, provide context and express items freely to
achieve the best communication is likely to disappear if
these disclosures must be formally audited. We would end up
with worse disclosure — more "boilerplate" — instead of
better disclosure.

We recognize that not all companies are SEC registrants
subject to MD&A requirements. But we definitely do not
think this SOP is the best way to resolve that non-SEC
reporting circumstance.

Beyond this issue of audited versus unaudited disclosures,
we believe this ED drives disclosures far beyond what would
be desirable in either scenario. In our opinion,
disclosures in the area labeled "certain significant
estimates" are clearly excessive; they could create alarm
about everyday business challenges and undermine users'
confidence in reported financial information. It is
imperative that disclosures of risks and uncertainties not
become self-fulfilling prophesies that damage a firm's
ability to compete.
Below, we provide further comments and initial reactions
for each of the five areas discussed in the ED:

Nature of business
We support a requirement to describe a firm's operations,
but suggest the description be accorded "unaudited
supplemental disclosure" status. We would modify the SOP to
state explicitly that SEC registrants are already in
compliance with the SOP if they are in compliance with SEC
rules. Specifically, SEC rules require a business
description and the provision of or exemption from industry
and geographic segment disclosures should be adequate for
that element of the SOP's proposed disclosure.

Use of estimates
Like many other companies, AT&T already references the use
of estimates in its Report of Management and, with
reference to specific transactions and events, in its MD&A
and footnotes. We agree that it is appropriate for
management to inform financial statement users that the
preparation of financial statements in conformity with GAAP
requires management to make estimates and assumptions that
affect the reported amounts. However, we do not believe a
disclosure requirement is necessary and we are certain
there would be no benefit to AT&T's financial statement
users from duplicating the statement in our Report of
Management in the footnotes to our financial statements.
Significant accounting estimates
The instructions and illustrative disclosures in this
section of the SOP are so broad that this section could be,
and probably would be, interpreted as requiring a
substantial increase in disclosures of financial
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information and uncertainties.
We believe it would undermine users' confidence in reported
financial information to review pages of footnotes
affirming a reasonable possibility that much of the
reported financial information might be adjusted in future
periods because of new circumstances and information.
We also believe that the accompanying disclosures would
provide sensitive information to the firm's competitors,
thereby increasing the likelihood that the firm would
experience the negative outcomes discussed in connection
with risks and uncertainties.

For example, illustrative disclosure A in the SOP would be
likely to reduce the firm’s ability to execute its plan.
Customers would be less inclined to purchase the stereo
equipment or would request larger discounts, confident of
the firm’s need to reduce excess inventory.

The SOP provides no firm guideline for distinguishing
between routine and non-routine estimates other than the
criterion of a reasonable possibility that the estimate
would be changed in the near future. Few estimates made by
a firm operating in competitive markets are exempt from
reasonably possible near-term changes.
Similarly, a likely interpretation of illustrative
disclosure D is that any firm operating in an industry
affected by rapid changes in technology would routinely
have to state that many of its assets are potentially
overstated and provide a list of the amounts recorded for
those various assets.

With this SOP, preparers would in fact be constantly
subject to the charge that they should have known and
disclosed previously that an adjustment was reasonably
possible any time that a change in estimate occurs.

Current vulnerability due to concentrations
The requirements of the SOP in this area are not as onerous
or objectionable because cases of potentially severe nearterm impact are easier to discern. However, the
illustrative disclosures are really examples of appropriate
MD&A. In our opinion, it is neither necessary nor
appropriate to duplicate MD&A disclosures in the footnotes.
Financial flexibility
Again, disclosures in this area are appropriately addressed
in MD&A. Beyond that issue, however, is the unwarranted
3

implication that preparers should routinely state that the
firm is in financial jeopardy from potential non-execution
of their financing plans.
In summary, we believe the requirements of this SOP are at
best unneeded, and at worst, damaging. We are available to
discuss our comments with you. Arrangements to do so can be
made by contacting our head of accounting policy, Susan
Koski-Grafer, at 201-326-5200.

Roger F• Davis
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The
Bert Nash
Community
Mental Health Center
_________________________________________ 336 Missouri • Suite 202

Lawrence, Kansas 66044__ 913/843-9192

July 23, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:

I recently learned of the proposed Statement of Position on
Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility. I would like to go on record as opposed
to these disclosure requirements. I concur with other opponents
that these requirements are onerous and are not cost justified.

The increased responsibilities that would be placed upon a small,
nonprofit organization such as ours would be burdensome,
particularly when we already meet extensive reporting
requirements to our state agencies. The increased cost is a
point of additional concern to an organization that is as
accountable to their board-approved budget as ours is. We cannot
increase any of our costs without a corresponding increase in
revenue, and the only revenue increases we can look forward to
are fee adjustments passed along to consumers. Our board of
directors takes a very conservative approach to fee increases as
our primary obligation is to serve the indigent and low-income
population of our county.
I urge you to reconsider issuance of this SOP.

Sincerely,

Mary E. Herman, CPA
Accountant & Systems Manager

• Other Locations •

913/843-2383
211 East Eighth • Suite D
Lawrence, Kansas 66044

913/594-3824
704 Eighth Street
Baldwin, Kansas 66006

913/542-2035
314 East Eighth
Eudora, Kansas 66025

TransCanada Pipelines
TRANSCANADA PIPELINES TOWER. 111 - FIFTH AVENUE S.W.
P.O. BOX 1000. STATION M. CALGARY. ALBERTA T2P 4K5

Ray T. Smith c.a.
Vice-President and Controller
(403) 267-6160 Fax (403) 267-1074

July 27,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY
19936 - 8775
Dear Sir

TransCanada PipeLines Limited ("TransCanada") is pleased to submit its comments on the
proposed Statement of Position ("SOP") "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility". TransCanada is the largest transporter and
marketer of natural gas in Canada and has investments in natural gas pipelines in the
United States. TransCanada is an SEC registrant.
Much of the proposed disclosure in this Statement of Position can be found elsewhere in a
public company’s annual report, particularly in the Management Discussion and Analysis
(MD&A) and the Report of Management Nonpublic entities that are not required to issue
annual reports are normally closely held, which significantly reduces the risk associated
with their financial statements. It is our conclusion that the disclosures required by this
proposed SOP are unnecessary.

The Financial Accounting Standards Board and the Canadian Institute of Chartered
Accountants have recently issued an Invitation to Comment "Reporting Disaggregated
Information by Business Enterprises". Some of the issues raised in this document are ..
similar to issues addressed in the proposed SOP - specifically those dealing with the nature
of operations, current vulnerability due to concentrations, and financial flexibility. We
believe that it is inappropriate to make recommendations in those areas here when
ultimately different requirements could result from the joint project.

Our comments are detailed below.

Mr. Frederick Gill
American Institute of Certified Public Accountants
July 27, 1993
Page 2

SCOPE
As noted above, we think that nonpublic entities should not be required to comply with the
provisions of this proposed SOP. This proposed SOP is responding to increased business

and economic risk, which lie predominately with companies whose debt and/or equity
securities are traded publicly. The additional costs of providing this information for
nonpublic entities would not, in our opinion, justify the benefits to those who receive it

RELATIONSHIP TO OTHER PRONOUNCEMENTS
As Paragraph 5 explains, the disclosure requirements in this proposed SOP are similar to,
or overlap, the provisions of certain Financial Accounting Standards Board
pronouncements. Statement of Financial Accounting Standard No. 105 (SFAS 105),
"Disclosure of Information about Financial Instruments with Off-Balance-Sheet Risk and
Financial Instruments with Concentrations of Credit Risk", is cited as an example in the
proposed SOP. In fact, the disclosures required in this proposed SOP are more extensive
than the requirements of SFAS 105. As SFAS 105 is a fairly recent pronouncement, its
effectiveness has not been fully evaluated. Adding additional disclosure requirements at
this point is not appropriate.

CONCLUSIONS
Our comments on the specific conclusions in this proposed SOP are detailed below.
Where applicable, reference is made to the supporting information included in Appendix B
- "Background Information and Basis for Conclusions".

Nature of Operations
We believe that disclosing the nature of the operations of an entity is useful information.
However, a public company's annual report normally provides this information, although
not necessarily in the financial statements. Public companies are also required, in the
MD&A, to provide a description of all significant aspects of their business. We believe
that this information more than satisfies the requirements of this proposed SOP and
including this information in the financial statements is, in most cases, repetitive.
With respect to nonpublic entities, there is typically no annual report that would provide
this information. We therefore agree that a brief statement describing the entity's
operations, perhaps preceding the notes to the financial statements, would be appropriate.
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Use of Estimates in the Preparation of Financial Statements
While it is useful to inform readers that management must use estimates in the preparation
of financial statements, again, this information is included in the Report of Management
which normally precedes the financial statements in a public company's annual report.
Although such a statement does not necessarily precede a nonpublic entity's financial
statements, the risk of such information not being known by a financial statement user is
much smaller than with a public company. In fact, users of financial statements of a
nonpublic entity are likely to be more knowledgeable of the business and, in the case of
creditors and investors, generally have greater access to financial and other information
relating to the business.
We have difficulties with the completeness of the comment in Paragraph B.20 that states
"If users understand better the inherent limitations on precision in financial statements,
they will be better able to make decisions". While it is reasonable to inform readers of the
limitation on precision, this information alone will not enable them to make better
decisions, as they do not know to which financial statement items the statement applies.
Providing more information does not necessarily improve understanding. Further,
providing such information to users only informs them of one aspect of the nature and
limitations of the financial statements. Other limitations, noted in Statement of Financial
Accounting Concepts No. 1, such as the historical nature of financial statements, are not
required to be disclosed.

Certain Significant Estimates
We do not agree with the extent of the disclosure required here. Estimates are based on
management's best assessment of the situation, using the best available information.
Many different estimates are used and we do not think that it is possible to identify and
disclose every uncertainty associated with the use of estimates. However, if the AICPA
proceeds with this proposed SOP, we do agree that if certain significant estimates are
disclosed the basis of measurement should also be disclosed to reduce any confusion on
the part of the user.

Paragraph 16 states that to meet the disclosure criteria, a preparer should consider"... the
materiality of the effect that using a different estimate would have had on the financial
statements." The point to be made here is that management uses its best estimate, and that
is the amount recognized in the financial statements. If a better estimate were available,
presumably that amount would be recorded.
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We do not agree with the inclusion of operating asset writedowns in the scope of this
proposed SOP. We believe that the outcome of the FASB Discussion Memorandum
Accounting for the Impairment of Long-Lived Assets and Identifiable Intangibles should
be considered, since its focus includes disclosure requirements for long-lived assets
whose carrying value may be impaired. Any recommendation here could result in
confusion when the FASB finalizes its project
In response to the specific question regarding disclosure of why an item is sensitive to
material change, we agree that this could be considered confidential and accordingly we
support optional disclosure, should this proposed SOP be issued in its present form.

Current Vulnerability Due To Concentrations
We believe that the proposed disclosures in this section are adequately addressed in current
MD&A requirements. In our opinion, the most significant aspect of this requirement is
disclosure of significant customers and suppliers. We do agree that informing the reader
of this concentration is important. However, we believe that existing economic
dependence disclosure requirements of generally accepted accounting principles adequately
address this issue.

Regarding the specific questions raised in this area, while we believe that the definition of
the term "severe impact" is clear, we are concerned about the concept it introduces. The
use of this term adds another "layer" of probability in addition to those defined in
Statement of Financial Accounting Standards No. 5 "Accounting for Contingencies"
which we do not believe is required.

In response to the other question asked, we do not believe that there are many situations in
this area, unlike under "Certain Significant Estimates," where the information required to
be disclosed would be considered confidential.

Financial Flexibility
Paragraphs B.55 to B.57 discuss the differences between current requirements to discuss
liquidity in the MD&A and the requirements of this proposed SOP. It appears from these
paragraphs that the MD&A requirements are more extensive than those required here.
Accordingly, there seems to be no reason for these requirements for public companies.

For nonpublic companies, we believe that the cost of providing this information outweighs
the benefits, if, as the proposed SOP states, preparation of cash flow forecasts may be
required to determine if disclosure is necessary. It is quite likely that smaller, nonpublic
.../5
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entities do not normally prepare such information, and obviously both the initial and
ongoing preparation would be costly.

PLACEMENT OF DISCLOSURES
Information of the nature required in this proposed SOP is presently disclosed in annual
reports outside of the financial statements of public companies. We believe that this
placement is appropriate. As previously mentioned, we do not believe the requirements of
the proposed SOP should apply to nonpublic companies, and accordingly the placement of
the disclosures is not relevant.

RANGE OF RISKS AND UNCERTAINTIES
We believe that this proposed SOP deals with too broad a range of risks and uncertainties,
particularly in the areas of certain significant estimates and current vulnerability due to
concentrations. We believe that the risk with such broad disclosure lies with possible user
expectations of the completeness of the information. It is not possible, in our opinion, to
identify all the uncertainties an entity may be faced with. Identifying some may give the
user a feeling of security as to the completeness of the information that is not warranted.
We do not believe that the cost of providing this additional disclosure justifies the benefits
received from it. Because a new "level” of analysis of particular transactions and
conditions has been introduced, more time and cost must be incurred preparing the
information. Audit costs will also increase, and it is very possible that auditors will
encounter difficulty in auditing such subjective information. Further, with the benefit of
hindsight, financial statement users may be able to criticize the type or extent of disclosure
provided by an entity, when it is quite possible that the situation could not have been
foreseen. This could lead to increased litigation and of course, increased costs. In short,
any benefits received from this increased disclosure are outweighed by the increased risk,
and cost, of non-disclosure.

We hope our comments will be useful to the AICPA in its continuing discussions on this
proposed Statement

RTS/ka

THE OREGON SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
10206 S.W. Laurel Street
Beaverton, Oregon 97005-3205
Telephone 503/641-7200
Oregon 1-800-255-1470
FAX: (503)626-2942

July 28, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

Exposure Draft of the proposed SOP Disclosure of certain significant
risks and uncertainties and financial flexibility.

Dear Mr. Gill:

The Accounting and Auditing Standards Committee of the Oregon Society of
Certified Public Accountant's (OSCPA) has reviewed the proposed Statement of
Position (SOP) and interpreted its impact on our society members.
We
appreciate this opportunity to present these comments on behalf of the OSCPA.

We strongly disagree with many of the requirements proposed in the SOP and
believe that this SOP should not be issued.
With the exception of a few
elements, it would place additional burdens on CPAs and their clients while
providing very little benefit, if not misleading information, to the financial
statement users as discussed below. We will present our position in the
following order:
Scope
Costs of Implementation
Financial Statement Disclosures
Conclusion

SCOPE

Exclude Nonpublic Entities

All nonpublic entities including nonprofits should be excluded because the
users of their financial statements, such as banks, are in a position to ask
relevant questions of the entity.
There generally is no one in the position

Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
July 28, 1993

of a shareholder or prospective shareholder, as is the case with an SEC
client, who does not have a great deal of access to discuss matters with
management and ask for additional information, that is relevant to their
needs.
Different users will have different needs and a generalized group of
disclosures may provide useful information to one user and misleading
information to another.

Required Disclosures are Inconsistent With Compilation Engagements
This SOP would require that independent accountants perform significant
analytical review and inquiry procedures to develop the information necessary
to support the required disclosures.
Because such procedures are not required
in compilation engagements, this would affectively eliminate an independent
accountants ability to prepare compiled financial statements with footnote
disclosure. As currently proposed, this SOP seems to perpetuate a necessity
of performing only compilations without footnote disclosure. If the existing
defined level of service for compiled financial statements is not changed,
then compilations should be excluded from most of these disclosure
requirements.
To exclude compilation services from the requirements would, to
our knowledge, be the first time that the level of service would determine
what the level of GAAP would be.
This solution to the problem is inadvisable,
and suggest instead that the SOP goes too far in requiring these disclosures
for nonpublic entities.

Cost Effectiveness
To comply with the SOP would, we believe, be expensive and would not be cost
effective for our smaller clients.
We suggest that if this SOP is issued, it
should apply only to large entities, e.g., entities with assets in excess of
$150,000,000.

COST OF IMPLEMENTATION
Most nonpublic entities do not have adequate accounting staffs and would need
to rely heavily on their independent accountants to comply with the disclosure
requirements.
Smaller nonpublic entities do not have an abundance of
resources to pay accounting fees to meet these disclosure requirements.
Accountants will have to discount their fees more than done at present.
Accountants would be called upon to prepare or assist in preparing cash flow
forecasts and significantly more time will be required with regard to
analytical procedures and inquiries to prepare these. Smaller nonpublic
entities may find the cost of these new disclosures too high and will choose
to have financial statements issued without footnotes, or not have financial
statements issued at all.
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FINANCIAL STATEMENT DISCLOSURES
Nature of Operations (1110)

This requires disclosure of major products or services of the entity and its
principal markets.
Disclosure is required in non-quantitative terms.

We support the disclosures suggested and that they not be quantified.
This
clarifies the need for disclosures that many financial statements already
disclose.
This will be useful to users of the financial statements to help
understand the entity's business and their operations.
This enhancement would
provide useful information to readers and in most cases the information to
include in the disclosure should be readily available.
Use of Estimates in the Preparation of Financial Statements (¶11)

This requires that disclosure be made that complying with GAAP requires the
use of estimates.

We do not support additional disclosure that financial statements include the
use of management's estimates.
For privately-held companies, the users of
financial statements are generally the management, Board of Directors, and
sources of financing.
They understand that financial statements include
estimates and prefer that footnotes be short and to the point.
The standard audit report already includes a statement that an audit includes
"assessing significant estimates made by management.” The SOP appears to
require additional, and probably unnecessary, "boiler-plate" language to
disclose the fact that financial statements contain estimates. We do not
believe this new disclosure will be useful to users.

Certain Significant Estimates (¶112—¶119)
This requires disclosure of the potential near-term effects of the risks and
uncertainties associated with estimates included in financial statements, when
it is at least reasonably possible that the estimate will change in the near
term.
The "reasonably possible" criteria used in Paragraph 12, which is defined as
"more than remote but less than likely," makes decisions on what to disclose
very subjective.
It is our belief that readers of financial statements will
not understand the term "reasonably possible" and will thus overreact to the
disclosure believing that it is very likely that estimates will change in the
near term with an effect that is material to the financial statements.

We already have a very serious problem with litigation against public
accountants.
Requiring disclosures such as this one is likely to add to the
3
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problem.
Third parties with hind-sight available are likely to sue if an
estimate did change and the effect was material even though at the time the
statements were issued the estimate was not judged to meet the subjective
criteria.
On the other hand, when disclosures are made that it is reasonably
possible an estimate will change and have a material effect on the financial
statements, it is likely to be detrimental to the entity reported on since it
is likely that readers will not understand the subjective meaning of
reasonably possible.

This asks that management put fortune-telling into their financial statements.
It might require the disclosure of proprietary information. More importantly,
it might cause events to happen that would not otherwise have happened.
This
additional disclosure should not be required.
Current Vulnerability Due to Concentrations (¶20—¶25)

This requires disclosure of any concentration that makes the enterprise
vulnerable to near term severe impact, when their occurrence is at least
reasonably possible.
In addition to the subjective criteria of "reasonably possible" this
disclosure also uses a criteria of "severe impact" defined as between
material and catastrophic. This puts an extremely heavy burden of judgement
on the public accountant since the criteria are extremely subjective and
decisions to include or not to include disclosure may result in serious
ramifications and lead to serious second guessing by the user.
If the
financial statements disclose concentrations, this may adversely affect the
entity reported on by causing possible financing sources to disappear.
If
hindsight suggests that such disclosure should have been made under this SOP,
and they were not, the accountant will most likely be financially liable for
facts that did not exist at the balance sheet date, or facts that were not
known at the issuance date.
We believe that the disclosures required by FASB 105 on "credit risk" are
adequate to meet the needs addressed by this proposal.

Financial Flexibility (¶26—¶28)
This requires disclosure of management's expected course of action when it is
determined that it is at least reasonably possible that the entity will not
have the ability over the near term to pay its expected cash outflows without
taking certain actions.

The subjective criteria of "reasonably possible" is used to determine if this
disclosure is necessary. Disclosure will be required if it is reasonably
possible that the reporting entity will experience cash flow problems within
the next year.
Most nonpublic entities experience cash flow problems at some
4
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time and the knowledge of their method to overcome them is usually
confidential.
We already have standards in place to address going concern issues but, the
SOP would require us to go a step further and disclose early warnings of
possible going concern problems.
It seems to us that the standards already in
place with regard to going concern issues are quite sufficient and are so new
that we should give them a chance to work.
If the present going concern
standards are found not to be sufficient at a later date, then this issue
could be readdressed.
However, now does not seem to be the appropriate time
to do so.
This may require disclosure of proprietary information and cause events to
happen that would not happen without the disclosure. This will be resisted by
management because "reasonably possible" events are less than likely and
management will not want to disclose plans for less than likely scenarios.
The cost of predicting all "reasonably possible" events and responding to them
exceeds the benefit of information to the users because of the hypothetical
nature of both the events and the responses to the events.

This disclosure requirement will put an undue burden upon small entities who
lack large accounting staffs and sophisticated accounting systems capable of
preparing cash flow forecasts.
If this disclosure is required, public
accountants serving these entities will be called upon to prepare cash flow
forecasts and in many cases the entities will be unable and/or unwilling to
pay for such services. There are a considerable number of practitioners and
small entities that would be adversely affected by such requirements and the
benefits would not outweigh the cost.
If this disclosure is required in some
form, then it should only apply to entities with sales or assets in excess of
a large threshold.
Additionally, since not-for-profit entities also appear to be covered by the
scope of this SOP, it would virtually be a certainty that they would always
have to present this scenario and related cash-flow data.
This could be a
tremendous burden to entities that are already short staffed and underfunded.

CONCLUSION

We agree with the minority view, presented in Paragraph 32 on pages 18 and 19,
of this proposed SOP.
This SOP would increase the CPA's responsibilities. There is already a high
risk involved in the preparation of historical financial statements.
The cost
of the much higher risk of providing prospective data is greater than the
benefit to be derived by the users of financial statements of nonpublic
entities.
This SOP would present disclosures based on subjective future
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information, and judgments that could easily be challenged based on hindsight.
This SOP would place a disproportionate economic burden on nonpublic entities
and CPA’s.
The information is the type that users of financial statements of
nonpublic entities have available or can request.

This SOP will drive a wedge between the CPA and management which would make it
even tougher to obtain the subjective information noted above.
This SOP may
make reporting practices drive management decisions which may be detrimental
to the entity being reported on.
To shift the burden and resulting cost to
the preparer and CPA for determining all reasonably possible events in the
near future will eventually result in investors, bankers, and other users of
the financial statements assuming no risk for future events of the company.

We agree with paragraph 10 of this proposed SOP.
The balance of the proposals
in this omnibus disclosure proposed SOP should not be put into affect.

We appreciate the opportunity to present these comments on behalf of OSCPA
Accounting and Audit Standards Committee. We would be pleased to discuss our
comments with you or representatives of the Accounting Standards Executive
Committee.

Sincerely,

JOHN A. MANNEN, CPA
Chair
OSCPA Accounting and Audit Standards Committee

MARK A. SLEASMAN, CPA
Sub Committee Chair
Response to Risk and Uncertainty SOP
OSCPA Accounting and Audit Standards Committee
Sub Committee Members
LINDA S. CRAIG, CPA
WILLIAM N. LISAC, CPA
JOHN S. MOHLER, CPA
MARTHA PAGE GAZELEY, CPA
PAULA J. PALMER, CPA

6

BURNETT
UMPHRESS
+KILGOUR
CERTIFIED PUBLIC ACCOUNTANTS

Fredrick Gill, Senior Technical Manager
Accounting Standards Division, File 4290 AICPA
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Dear Mr. Gill:

Enclosed is our position regarding the proposed statement of position dealing with
disclosure of certain significant risk and uncertainties and financial flexibility. We were
pleased to participate and look forward to future opportunities. We would appreciate feed
back regarding our position.

John J. Zanoni

SUNRISE BOULEVARD, SUITE 130
Rancho CORDOVA CALIFORNIA 95742
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COMMENT LETTER
Proposed Statement Of Position
Disclosure Of Certain Financial Risks And Uncertainties And Financial Flexibility

BACKGROUND OF RESPONDENT FIRM
Founded in 1983, Burnett, Umphress & Kilgour (BUK) is a CPA firm with offices in Northern
California and Nevada. The firm offices in Sacramento and Stockton, California and Reno and
Las Vegas, Nevada. BUK employs over thirty professionals throughout the four offices.

BUK’s client base ranges from small proprietorships to businesses with revenues over $50 million
annually. The majority of these clients are closely held businesses with an average of $5 to $10
million in annual revenues. Our firm has established industry concentrations in construction and
real estate development which constitutes approximately eighty-five percent of the firms annual
gross fees. The quality of our firms product is well respected and recognized throughout the
banking and surety bond industries, which are the primary third party users of our clients’
financial statements. The growth of our firm in past years and dedication to the accounting

profession’s reporting requirements has convinced certain members of the firm to answer this
proposed Statement Of Position (SOP) due to the considerable impact it will have on our
practice.

The level of service provided is determined by our contractor client’s size and credit demands.
Professional staff hours dedicated and related fees generated by service level are approximately

audit. 65% review, and 10% compilation.
Reports issued by service level are
approximately 10% audit, 75% review, and 15% compilation.
25%

As a majority of our client’s require contract performance bonds, a well presented and disclosed
financial statement can make the critical difference between a contractor obtaining a requisite

aggregate limit or a single job bond at all. At the same time, our clients are generally fee
sensitive and the competition for the engagements is extremely high. Our firm utilizes reliable
work programs to maintain engagement efficiency and ensure adherence to quality control
standards.

PURPOSE OF RESPONSE
Our response to this particular proposed SOP is motivated by our concern over the likely
excessive exposures to risk costs of performing compilation and review services. We agree with
the committees opinion that the first two proposed disclosures already exist in some form.
However, we believe the expansion of the "use of estimates" disclosure could be beneficial to
the users of contractor financial statements. As it is our belief that the remaining three proposed

requirements could substantially impact the cost of performing a compilation or review

engagements, our response is limited to these three proposed required disclosures.
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CERTAIN SIGNIFICANT ESTIMATES
We agree that the additional disclosure relating to certain significant estimates may aid the users

of the financial statements. However, it is our strong opinion such requirement should be limited
to public companies. A test based on size (total assets or total annual revenues) would be too
volatile a base as it may change from year to year and result in the inconsistent content of
financial statement disclosures.

The financial statements of public companies are an important tool for investors. The investors

are the primary third party users of the statements and they used to make informed investment
decisions. The investors are insulated from the day-to-day operational activities and do not

posses first hand knowledge of control over the company’s activities. The annual report and
accompanying financial statements may be the only source of information regarding uncertainties
that may effect future asset valuation or income recognition. The financial statement disclosures
must be comprehensive enough to aid the investor in forming a competent investment decision.

Conversely, we believe that non-public companies should not be required to disclose this
information regarding certain significant estimates in their financial statements. Our experience
is that these non-public companies are often closely held corporations with owner/managers.
The owners and third party users utilize their annual reviewed or audited financial information
to evaluate financial performance. The owners normally maintain a close relationship with their
creditors throughout the year and, as provided by the written credit agreement, these third party
users are often provided with internal reports throughout the year. These users also have the
unique flexibility of communicating with management on an on-going basis. Their credit
decisions begin with the annual financial statement information, but are complimented with a
variety of first hand knowledge.
As such, the additional disclosure would not provide

information to users that is not already known.

As you can see, the variation in users of a public and non-public company financial statement

is important in determining the need of additional disclosure for certain significant estimates.
The cost of providing the additional disclosure in a review or compilation engagement would

exceed the expected benefit provided to the third-party users.

The following analysis

demonstrates the potential cost impact on a review engagement. This analysis illustrates a review
of a contractor with income of S10 million a year, twenty work in progress jobs of which five
are significant based on risk assessment. An average cost of eighty dollars per engagement hour
will be used for analysis:
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Planning
- Additional contract planning and
selection of significant jobs

1 hr.

Field Work
- Additional review of contract files

for original contract bid and estimated
costs and identify significant changes;
determine if it is reasonably possible
the estimate will change significantly
in the near term

10 hrs.

- Additional inquiry of management and

related documentation regarding significant
4 hrs.
2 hrs.

jobs
- Review by manager and partner
Financial Statements Preparation
- Formulate specific disclosures

2.5 hrs.

- Typing
- Review and proof

.25 hrs.
,50 hrs.

20.25
X 80
$

1.620.00

Our average cost of a review for a $10 million dollar client is $8,000. This would increase to
about $9,600, a twenty percent increase in the engagement.

Charging sixteen hundred dollars
for information already known by the third party appears excessive. Our clients would not be

receptive to such an increase without identifying any specific benefit.
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Another common condition discovered during our reviews of small and medium sized entities

is the violation of their revolving line of credit covenants.

Our disclosure currently identifies

for the user that certain covenants have been violated. If we understand correctly, the proposed
SOP would require us to determine whether it is reasonably possible that the renewal will not
occur and, if so determined, what course of action management will take to replace the lost
credit. In theory, this is a credible idea. But in reality, financial institutions regularly renew
these lines of credit (along with the same covenants already in violation) and business proceeds
as usual. Once again, this is information already known by the user and additional speculative
disclosure will only provide them with information which may contradict their expected actions.

CONCLUSION
Unlike the full compliance that would likely take place by our firm, it is not probable that the
bulk of our competitors will perform the extent of procedures necessary to provide useful and
accurate disclosure that will conform to the proposed required disclosures. This is more than
speculation, it is a comment based largely on knowledge and experience gained from our

competitor’s over the years. The result would create a larger disparity in the product furnished
by firms engaging in the competitive bidding process. It would also likely result in more
dissatisfaction from our firm’s existing clients who will not identify our increased fees with any

discernible improvement in the service or product we are providing.

1322 Anglewood Circle
Birmingham, Alabama 35216
July 29, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
My comments on the exposure draft of the proposed Statement of Position,
"Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility" follow:
I agree with the minority view presented in paragraph 32 that the burden on
CPA's for non-public companies would increase substantially, the judgements
required are guaranteed to be challenged based on hindsight, and that the
cost to non-public companies (particularly for compilation engagements) is
not consistent with the benefits provided by the additional disclosures.
My view is that the SEC should dictate required disclosures for public
entities and that non-public entities should not be burdened by the
requirements of this exposure draft. My specific comments are as follows:

Nature of Operations - Disclosures as required by FAS 105 concerning
concentration of credit risk provide adequate information concerning
customer base for non-public companies.
A description of products or
services sold is useful, but the other disclosures should not be required
of non-public companies for the same reasons that FAS 14 is not required for
them.
Certain Significant Estimates - The accountant’s audit report refers to
assessing management estimates, and guidance is available for emphasizing
significant uncertainties in the accountant’s report.
The subjective
judgements involved to make determinations as required by the exposure draft
will result in inconsistent application by practitioners and I do not see
the need for such requirements for non-public companies.
#150
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Financial Flexibility Preparing what is tantamount to cash flow
projections for each small business audit or compilation would be very
costly to clients and provide little benefit. Many small businesses do not
have the in-house capability to provide such projections (or make
assumptions needed to develop such projections) and the burden would fall
on the CPA.
The cost of Implementing the exposure draft requirements could be
significant. Many of the considerations and inquiries must be performed and
documented by supervisory level CPA's. The impact on fees for compilation
engagements could cause increases as high as 35 to 40Z.

Also, I doubt seriously if the inclusion of paragraph 30, sentence #3 will
beep CPA’s out of the courtroom.

Very truly yours,

James A. Robertson, CPA
Chairman - Auditing Standards and
Procedures Committee
Alabama Society of CPA’s

JAR/pm

TELEPHONE (215) 592-3000

PHILADELPHIA. PA 19105. U.S.A.

INDEPENDENCE MALL WEST
CABLE ADDRESS: ROHMHAAS

TELEX B45-247

TWX 710-670-5335

TELECOPIER (21 5) 592-3377

ROHM
IHRRS
July 29,
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Mr. Frederick Gill, Senior Technical Manager

Accounting

Standards

Division

File 4290
AICPA

1211

Avenue of the Americas

New York, N.Y.

10036-8775

Dear Mr Gill:

This letter is written in response to the March 31,

1993 Accounting

Standards Executive Committee's (AcSEC) request for comments on the
proposed statement of position (SOP) entitled "Disclosure of Certain

Significant Risks and Uncertainties and Financial Flexibility".
Rohm and Haas Company is a $3 billion multinational producer of
specialty chemicals and plastics.

of accounting

standards

Over the years, we have been supportive

that provide meaningful

information

stockholders, creditors and other interested parties.

to

However, in recent

years there has been a proliferation of new accounting rules and
disclosures which are costly to implement and maintain, but do not
provide

readers with better information.

The following are our comments

regarding specific provisions of the SOP:

Certain
This

Significant

Estimates

requirement

by FASB #5.

greatly reduces

the threshold for disclosures set

This requirement is so broad and the threshold so low, that it

would greatly expand disclosures.

Since it is always "at least reasonably

possible" that significant estimates will change and that the result will be
material, preparers of financial

statements will be obligated to disclose this

regarding every significant estimate.

The result will be boiler-plate

disclaimers that do not provide any meaningful information to users of
financial

statements.

Current

Vulnerability

The

Due

to

Concentrations

disclosure of concentrations which make a company vulnerable

to the risk of near-term

severe impact when events are probable to occur

or have already occurred is important to users of financial
are disclosed

under current requirements.

However,

statements and

the SOP requires

disclosure at the much lower threshold of ”at least reasonably possible".
Since it is always "at least reasonably possible" that such an event could

occur, these disclosures will lead readers to think the event is more likely
to happen than it really is.

expectations are

The SOP states that disclosure of management's

not predictions, however they

may

sound

like predictions

For these reasons, these disclosures may have the effect of

to readers.

adversely influencing the outcome of these events.
situations are

highly

sensitive and disclosure

Frequently, these

of management’s

expectations or even the statement of the reasonable possibility of an
event occurring could result in a competitive disadvantage.

If the events

do not occur, these disclosures may be considered misleading and may
result in increased levels of litigation.
The SOP goes a step further by assuming that if a company has a

major customer or a limited source of suppliers for a key input, it is always
"reasonably possible" that the company could lose the customer or
supplier, causing a near-term severe impact.

This would require

disclosure even if there is no real threat of losing the customer or supplier,

which would be misleading to users of financial

statements.

Furthermore,

companies may use a single supplier for a key input because it results in a

competitive advantage.
disclosure of this

These agreements are of a confidential nature and

information would create a competitive disadvantage.

Public companies are already required to disclose sources and availability

of raw materials and significant customers by SEC Regulation S-K, Item

101.
on

gives readers

This

the potential

Other

important information

without passing judgment

occurrence of future events.

Issues

The

requirement for disclosure of information of which management

is "reasonably expected to have knowledge" is too broad and vague.

This

disclosure requirement exceeds that which is mandated by the SEC in

Regulation S-K, Item 303.

Ultimately, this will lead to increased litigation

and the courts will have to define "reasonably expected”.

in

increased

costs

and

This will result

decreased shareholder value.

The SOP requires these disclosures to be included in the notes to the

financial

statements, making them subject to audit by a company’s

independent public accountants.

the disclosures.

This adds another layer of judgment to

Since most public accountants are not well versed enough

in the company’s business to make a judgment regarding the

"reasonable

possibility" of an event occurring, additional audit work would be required,

thereby

increasing

operating costs for the reporting entity.

701 Pennsylvania Avenue. NW
Washington D C 20004-2696
Telephone 202-508-5527

EDISON ELECTRIC
INSTITUTE

David K. Owens
Senior Vice President
Finance. Regulation, and
Power Supply Policy

July 29, 1993

Mr. Frederick Gill, Senior Technical Manager

Accounting Standards Division
File 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
The Edison Electric Institute (EEI) is pleased to respond to the AICPA

Accounting Standards Executive Committee’s (AcSEC) exposure draft of
a proposed statement of position (SOP) "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility”.

EEI is the association of the nation’s investor-owned electric utilities. Its
members serve 99 percent of all customers served by the investor-owned
segment of the industry. They generate approximately 78 percent of all
the electricity in the country and service 76 percent of all ultimate
customers in the nation.

General
EEI believes that, for electric utilities, the proposed SOP will result in
duplication of disclosures currently required by Generally Accepted
Accounting Principles (GAAP) and the Securities and Exchange
Commission (SEC).

For public companies required to file periodic

reports with the SEC, the proposed SOP adds more burdensome
requirements by expanding the notes to financial statements to
incorporate and duplicate more forward looking information already

contained in the Management’s Discussion & Analysis (MD&A).

Mr. Frederick Gill, Senior Technical Manager

July 29, 1993
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Some EEI members have subsidiary companies that prepare separate
external financial statements but are not individually required to file
periodic reports with the SEC. These companies would be put at a
disadvantage if they are required to make forward-looking disclosures
without a safe harbor from liability for fraud.

For SEC registrants,

Securities Act Rule 175 provides a safe harbor from liability for fraud
under provisions of the federal securities laws for forward-looking

statements. EEI believes that the requirements of this proposed SOP
might go beyond the current requirements of the SEC and therefore may

result in increased exposure which is not protected by SEC safe harbor
rules. EEI would want to ensure that any disclosures made to comply
with the proposed SOP would be provided a safe harbor.
Nature of Operations

The proposed SOP would require a description of the major products or
services the reporting entity sells or provides and its principal markets,
including the locations of those markets to be included in the notes to the
financial statements.
SEC regulation S-K Item 101 (c)(i) requires companies to provide a

narrative description of the business including "the principal products
produced and services rendered by the registrant in the industry segment
and the principal markets for, and methods of distribution of, the
segment’s principal products and services".
Financial Accounting
Standards Board (FASB) Statement No. 14 requires a business enterprise

to include in its financial statements information about "the enterprise’s
operations in different industries, its foreign operations and export sales,

and its major customers."

The requirement of the proposed SOP

duplicates the disclosure already required by the SEC and FASB

Statement No. 14.
Use of Estimates in the Preparation of Financial Statements

Paragraph 11 of the proposed SOP would require notes to financial

statements prepared in conformity with GAAP to include an explanation
that the preparation of the financial statements in conformity with GAAP

requires the use of management’s estimates.

Many public companies include a report from management in their report
to stockholders that includes a statement that estimates are used in the
preparation of financial statements.

EEI believes that a repeat of this

disclosure in the notes to the financial statements does not add any
usefulness to the reader.

Mr. Frederick Gill, Senior Technical Manager
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Certain Significant Estimates
The proposed SOP would require discussion in the notes to the financial
statements of the potential near term effects on the financial statements

of the risks and uncertainties associated with estimates used in the
determination of the carrying amounts of assets or liabilities or disclosure

of gain or loss contingencies. EEI believes this disclosure requirement
would, in many respects, duplicate disclosures already required by FASB
Statement No. 5 and Item 303 of SEC regulation S-K which currently

requires a discussion in the MD&A of currently known trends, demands,
commitments, events or uncertainties that are reasonably expected to have
a material effect on the registrant’s financial condition or results of
operations.
The proposed SOP encourages but does not require disclosure of the
factors that cause an estimate to be sensitive to material change.
Disclosures such as these may be proprietary or confidential and making
them public may put the company at an unfair disadvantage. Therefore
these disclosures should be left to the discretion of management

Current Vulnerability Due to Concentrations
The proposed SOP would require disclosure, in the notes to financial
statements, of any concentration existing at the date of the financial

statements that makes the enterprise vulnerable to the risk of a near term
severe impact The concentration could relate to assets, liabilities,

commitments or contingencies. EEI believes there would be much
confusion about what would constitute a "severe impact."

Sections B.59 and B.60 of Appendix B in the proposed SOP compares

MD&A requirements to the proposed SOP requirements. Section B.59
states MD&A rules apply broadly to "any known trends or uncertainties,"
whereas the proposed SOP applies to known "concentrations." However,
concentrations would represent a subset of those trends and uncertainties

addressed in MD&A. Section B.60 states disclosure would only be
required if the effect would be a severe impact, which is intended to be
a higher threshold than MD&A requirements. It appears that current
MD&A requirements would meet the requirements of the proposed SOP.
For example, fuel supply is an area of concentration subject to disclosure.
Reliance on a particular type of fuel may cause a severe impact on an
electric utility company should the cost of the fuel change significantly.
Most electric utilities already include some type of disclosure regarding
fuel mix in the MD&A For most EEI companies the proposed SOP

Mr. Frederick Gill, Senior Technical Manager
July 29, 1993
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would require duplicate disclosures since it appears that if a concentration
is appropriate for disclosure in MD&A it may also have to be disclosed
in the notes to the financial statements if a severe impact might result in
the near term.

Financial Flexibility
The proposed SOP would require the notes to financial statements to

include a discussion of management’s course of action when it is

reasonably possible that it will not have the ability over the near term to
meet its cash requirements without taking certain actions.

Sections B.55-B.57 compares MD&A requirements to the proposed SOP
requirements regarding financial flexibility.

It appears that MD&A

requirements would meet the requirements of the SOP. For example
MD&A rules require discussion of financial flexibility in all cases while
the SOP applies only to the near term. MD&A rules require an analysis
using the statement of cash flows and discussion of financial flexibility in
terms of investing, financing and operating activities. The proposed SOP
does not require any particular analysis or discussion in terms of
categories.
The term "certain actions" should be clarified. A normal course of
business for utility operations may be to borrow money or issue securities

to meet construction expenditures.

A utility may also file for a rate

increase to meet cash requirements. These actions would typically be
disclosed in the MD&A and may not be considered "certain actions" as
they are a normal part of doing business. Disclosure of borrowing
arrangements is already included in the notes to financial statements of

many companies.
Conclusion
The proposed SOP does not add meaningful new disclosure items for

companies subject to SEC reporting requirements.
However, the
inclusion of repetitive disclosures in the notes to financial statements does
raise concerns. The cost of audit services could increase significantly as
independent auditors will require more assurances regarding the
disclosures proposed by this SOP. EEI fails to understand the logic of
requiring companies subject to SEC reporting requirements to place these

disclosures, already required in the MD&A, in the notes to financial
statements.

Mr. Frederick Gill, Senior Technical Manager
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Based on the arguments presented above, EEI recommends that the
AcSEC reconsider the need for the issuance of this SOP. If AcSEC
decides to proceed with final issuance, EEI recommends that SEC
registrants be excluded from its provisions.

Sincerely,

David K. Owens
DO:dsk

GOVERNMENT FINANCE OFFICERS’ ASSOCIATION

Respond to:
Director of Fiscal Management
County of Montgomery, Virginia
P. 0. Box 806
Christiansburg, VA
24073
July 29, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Sir,

The Virginia Government Finance Officers' Association would like to
submit the enclosed comments to your Exposure Draft Proposed
Statement of Position related to "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility".

If you have any questions concerning this response, please contact
me at (703) 382-6960.
Sincerely,

J. Jeffrey Lunsford
President
Enclosure

cc:

VGFOA Executive Board

RESPONSE TO THE AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
EXPOSURE DRAFT PROPOSED STATEMENT OF POSITION "DISCLOSURE OF
CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES AND FINANCIAL
FLEXIBILITY"

The Virginia Government Finance Officers' Association would like to
submit to the AICPA our response to the Exposure Draft Proposed
Statement of Position "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility". We believe the proposed
disclosures provide useful infoxmation about an entity's risks and
financial flexibility.
However, we strongly disagree with the
proposal that such information be required as part of the general
purpose financial statements. As indicated in paragraph B.63 of
the SOP, many local governments currently provide similar
disclosures in statistical tables and transmittal letters.
We
believe these disclosures should remain in the statistical tables
and transmittal letters.
The following comments are offered in
support of our position:

(1) The Association is concerned that management is being
expected to take on unlimited responsibility for identifying
trends and circumstances which may adversely affect the
organization in the future. We believe that the "reasonably
possible" criteria is too broad and subjective.
2) The Association concurs with the minority view that the
Proposed SOP would significantly change the independent
accountant's relationship to the information disclosed.

(3) The Association is concerned that the subjectivity of the
information proposed to be included may invite comparisons
among entities that should not be compared.
(4) The Association believes that some entities, specifically
small jurisdictions, authorities, not-for-profit boards and
commissions should be excluded from the scope of the SOP. We
do not feel that the cost of the data collection and
additional audit costs justifies the small amount of comfort
that accrues from additional disclosures.

1.

The Association is concerned that management is being expected
to take on unlimited responsibility for ident if lying trends
and circumstances which may adversely affect the organization
in the future.

We believe the proposed disclosures would place an unrealistic
burden on management and auditors to identify trends and other
items requiring disclosure.
To require production of cash
flow projections (which we all have been taught to shun and
have little resemblance to hard auditable numbers) as a basis

for proving or disproving Financial Flexibility is not
reasonable or cost justifiable.
Management is ultimately
responsible
for the
financial
statements
and
for
its
decisions.
We feel that the present level of disclosure is
adequate.
2.

The Proposed SOP would significantly change the independent
accountant's relationship to the information disclosed.

We feel strongly that a disclosure of the information proposed
in the SOP expands an auditor's responsibility substantially
beyond that of determining whether an entity is a "going
concern".

The disclosure of "reasonably possible" events creates a never
ending morass in which judgements can be easily challenged and
"second guessed".
It is our fear that auditors, in order to
protect themselves against such challenges, will err on the
side of the most conservative approach, even if substantial
doubt exists.
We believe that management should continue to make business
decisions based on their best judgement and employing a
variety of factors requiring expertise that financial auditors
do not always possess.
Governmental policy decisions should
properly be driven by what elected representatives of the
citizens feel is in the best interest of the citizens of the
jurisdiction, not by auditors who are trying to "cover their
backs" against any and all possible risks.
3.

The Association believes that the subjectivity of the
information proposed to be included nay invite comparisons
among entities that should not be compared.

We are concerned that these disclosures will become a grading
mechanism whereby one jurisdiction is given a "report card"
and compared with other jurisdictions. Each jurisdiction and
its governing body reflects the unique nature of its
citizenry.
The demographics and political nature of a
community create a unique mix of what citizens consider
important. One locale may believe that future citizens should
contribute to capital improvements in the jurisdiction and its
citizens (in a referendum) may be more willing to participate
in debt financing.
Another similar jurisdiction may believe
that all capital projects should be financed on a pay-as-yougo basis and resist debt financing but be willing to tolerate
higher tax rates.
Some jurisdictions have allotted a large
share of the annual budget to education; others may devote a
larger portion to public safety. Even jurisdictions which are
close in proximity and population characteristics may have
different philosophies of governance.
To mandate a measure
which creates the illusion of presenting an objective
comparison among jurisdictions sends a message that the
uniqueness of the decision making process in each locality is

inconsequential.
4.

The Association believes that some entities, specifically
small jurisdictions, authorities, not-for-profit boards and
commissions, should be excluded from the scope of the SOP.
We do not feel that the cost of the data collection and
additional audit costs justifies the small amount of comfort
that accrues from additional disclosures.

We would like to thank the AICPA for receiving our response and
would be happy to offer further information if requested.
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

File 4290

Dear Mr. Gill:
Kenneth Leventhal & Company does not support the issuance of the proposed
Statement of Position, ''Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility" in its present form.

We share the concerns expressed in Paragraph 32 of the exposure draft, as well as those
views expressed in the November 3, 1992 letter from the "six accounting firms" to
AcSEC. Most notably, we believe that the proposal would Increase the liability exposure
of most auditors because of an incomplete definition of the scope of required
disclosures. We are reminded of Judge Cardozo’s writings in Utramares v. Touche
which spoke of an "indeterminate class, indeterminate time period and unlimited
liability." We believe an analogy can be made to the exposure draft because of its lack
of criteria to weigh the sufficiency of disclosures. Accordingly, the auditor, reviewer or
even compiler would be subjected to increased professional liability when associated with
proposed disclosures. Our concern increases when the independent auditor’s report is

contained in a Registration Statement under the 1933 Act.
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While AICPA counsel advised that the adoption of the proposed SOP will not create
any undue extension of professional liability, we believe the premise for that opinion is
that
adequate defenses are provided for those accountants who comply with
professional standards. In our view the proposed SOP does not adequately define
complete disclosure, and thus decreases the definitiveness of professional standards,
leaving the accountant with less of a defense when facing plaintiffs bar than before.
More importantly, we question whether the proposed SOP will add anything of

substance to the existing literature.

GENERAL OBSERVATION
The SOP uses many undefined or ill-defined and subjective terms. An example is the
term "severe impact." Inasmuch as the U.S. General Accounting Office has argued that
the alleged misuse in practice of the notion of "probable", as defined in SFAS No.5,
Accounting for Contingencies, was one of the causal factors leading to the S&L crisis,
the public and the professional would be better served to tighten the criteria of
Statement 5 than to create another subjective continuum running from material to
catastrophic.

CERTAIN SIGNIFICANT ESTIMATES
We do not object to the disclosure required in Paragraph 11, which alerts the user that
carrying amounts determined pursuant to the historical cost, transaction based
accounting model oftentimes require the use of management estimates. However, the
disclosure required by Paragraph 12 goes too far, is too subjective and will result in non
comparability between financial statements. For example, if it is at least reasonably
possible that an estimate will change in the near-term, and the effect of the change
would be material to the financial statements, disclosure of the potential near-term

effects on the financial statements of the risks and uncertainties associated with the
estimate is required. We believe that such disclosure essentially says to a reader "let me
tell you why my financial statements are not fairly presented." Such a disclosure also
contradicts an unqualified opinion, and provides ammunition to plaintiff’s bar. Finally,
disclosures of this nature could have an unwarranted negative impact on public
confidence in the published financial information of reporting entities.
Paragraph 12 adopts the phrase "potential near-term effects." Such terminology would
become a term of art, as certainly as "probable" and "reasonably possible", but contains
the seeds of many of the same problems that we now have with Statement 5. For
example, how is "potential" to be evaluated by preparers, independent certified public
accountants, or users? What is the accounting definition of "near-term"?
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Estimates by their very nature are subject to change. Although the second triggering

condition of Paragraph 12 attempts to limit disclosures to those matters where effects
would be material, materiality judgements will vary significantly among and between
preparers and independent certified public accountants. This concern results from
notions such as those of Paragraph 16 that materiality is measured not by the amounts

being reported in the financial statements, "but rather on the materiality of the effect
that using a different estimate would have had on the financial statements." Therefore,
in order to comply with this disclosure requirement, a preparer would have to prepare
multiple pro-forma analyses of the effects of using multiple estimates in order to
determine the worst case scenario. We believe that the costs of maintaining such a
disclosure model exceed the benefits likely to result. Before embarking on this course
we recommend that AcSEC conduct field tests to gather empirical evidence as to the
cost/benefit question.

CURRENT VULNERABILITY DUE TO CONCENTRATIONS
Paragraph 20 requires disclosure of concentrations existing at the date of the financial

statements that make the entity vulnerable to the risk of a near-term severe impact
when it is at least reasonably possible that such events will occur. We believe that the
phraseology "near-term severe impact” is too subjective, thereby making reasonably
consistent application of the related guidance impossible.
Further, the guidance presumably applies to "any concentration." We believe that "any"

is too broad. This observation relates to one of our previously expressed concerns that
the proposed disclosure model does not adequately define the parameters to be used
in measuring completeness of disclosure. Also, the last sentence of Paragraph 22
appears to be crafted for legal posturing. Standards which serve both the public’s and
profession’s interests do not require such gratuitously defensive commentary. Finally,
Paragraph 25 is yet another example of the inherent subjectivity of the ED, relating to
our concern over the SOP’s inability to adequately define the completeness of the

disclosure model.

FINANCIAL FLEXIBILITY
Although the objectives of disclosing financial flexibility are meritorious, we have serious
concerns about including such disclosure in the notes to an entity’s financial statements.
Such disclosure could act as a self fulfilling prophecy in the ultimate demise of an entity.
Presuming that an entity has prepared its financial statements in accordance with
generally accepted accounting principles, it is the responsibility of the various user
groups to assess the financial flexibility of the entity. Notwithstanding that concern, we
are also concerned that if the auditor is ultimately required to interpret data relating to
financial flexibility, his ability to audit whether such disclosure is required, given a
particular set of circumstances, will likely result in a requirement that the entity prepare
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financial forecasts to demonstrate the need for financial flexibility disclosure. The
cost/benefit balance of such a disclosure is unclear. We suggest that field tests be
conducted to gather empirical evidence in which to answer the cost/benefit question.

APPLICATION OF DISCLOSURE CRITERIA
Paragraph 30 contains legal posturing language similar to that included in Paragraph 22.
We do not believe such "notices" are required in standards setting. Inclusion of such

formulations in a financial accounting standard may well act instead as a warning that

the underlying model may not meet the tests of relevance and reliability.
SUMMARY
We object to the issuance of the proposed Statement of Position in its present form. If
AcSEC decides to issue a final statement, we suggest that it address only the nature of
an entity’s operations and the use of estimates in the preparation of financial statements.

If AcSEC disagrees with this suggestion we request that the field tests mentioned above
be conducted before issuance of an SOP addressing all of the 5 broad areas. The field
tests would enable AcSEC to support, with empirical evidence, their presumed view that
the three remaining disclosures sets provide benefits that outweigh their respective costs.
Inasmuch as the SOP addresses issues which lie on the nexus of accounting and auditing,
we believe that AcSEC should formally solicit the written views on the ED from the
Auditing Standards Board before proceeding to ballot a final standard.
Finally, if AcSEC decides to issue a final standard as presently proposed, we believe that
entities not registered with the Securities and Exchange Commission should be
exempted from the disclosure requirements relating to "certain significant estimates",
"current vulnerability due to concentrations" and "financial flexibility".

Please contact Marvin Goldman or George Patterson at 310-277-0880 if you have any
questions concerning this letter.
Thank you for considering our views.

AmericanAirlines
Employees Federal Credit Union

July 28, 1993

Mr. Frederick Gill, Senior Technical Manager
File 4290
Accounting Standards Division
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036

Dear Mr. Gill:
The American Airlines Employees Federal Credit Union is
pleased to respond to your request for comments on the
Exposure Draft Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility (ED).

We are the sixth largest credit union in the United
States with assets in excess of $1.5 billion.
In general, we agree with the Minority View contained
in Paragraph 32 of the ED. The required disclosures place
an unjustified burden on both issuers of financial
statements and their auditors.

However, if the Accounting Standards Executive
Committee feels that, overall, the usefulness of financial
statements is improved by the proposed disclosure
requirements, then significant, immediate attention should
be given to establishing exclusion criteria for nonpublic
enterprises as they are defined in FASB Statement 21.
Except for certain lenders and regulators (who have the
ability to make an independent assessment of the risks
discussed in the ED), the readers of financial statements of
nonpublic enterprises usually are not making decisions that
would be changed by the disclosure of the information
required by the ED. For example, the shares Members have on
deposit in their credit union are normally insured.
Therefore, financial statements of credit unions are read
more for information than to gain knowledge necessary for an
informed investment decision.
Should you have any questions, please do not hesitate
to contact me at (817) 963-6294.
Very truly yours

Joseph H. Bridges
Vice President - Finance

MD 2100, P.O. Box 619001, Dallas-Fl. Worth Airport, Texas 75261-9001

./ .

ALEXANDER W. ROULSTON
VICE PRESIDENT, CORPORATE CONTROLLER

NEW BRUNSWICK, NEW JERSEY 08933-7050

CORPORATE STAFF

July 29, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

FILE REFERENCE NO. 4290

Dear Mr. Gill:
Johnson & Johnson welcomes the opportunity to submit our comments
on the Exposure Draft of the Proposed Statement of Position
entit1ed "Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility".
In general, we are concerned with the idea of including these
disclosures as an integral part of the financial statements. This
Statement would require the incorporation of disclosures that are
prospective in nature and very subjective into the historical
financial statements.
This placement may cause users of the
financial statements to believe these items to be more significant
then they are.
The SEC currently does not require these type
disclosures within historical financial statements.
The SEC
recognizes the MD&A section as the proper placement for disclosures
of this nature. We strongly believe that the disclosures proposed
in the SOP should not be required to be part of the historical
financial statements.

The following are some specific comments related to the exposure
draft:
Nature of Operations
We agree that disclosures requiring a description of the major
products or services the reporting entity sells or provides and its
principal markets, including the locations of those markets, is
good disclosure and should be made by all entities. Companies that
currently must comply with Statement of Financial Accounting
Standard (SFAS) No. 14 should generally comply with this
requirement today.
Other entities should not find this to be a
burden.
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We do not necessarily agree that all this information must be
contained in the notes.
If a company includes a discussion of
segments in their MD&A they should not need to include this type of
disclosure again in their notes. Perhaps a discussion of this fact
could be added to the SOP.
•

Use of Estimates in the Preparation of Financial Statements
We agree that all financial statements prepared in conformity with
GAAP should include an explanation that the preparation of
financial statements in conformity with GAAP requires the use of
management's estimates.
We agree with the point that this
disclosure should be nothing more than a standardized statement.
Again we do not necessarily agree that this disclosure must be
contained in the notes. Many public companies currently include
this discussion in their "Report of Management" included in their
Annual Report to Stockholders. The SOP should include the point
that if an entity covers this disclosure in their "Report to
Management" they will be in compliance with this requirement.

Certain Significant Estimates
We believe this disclosure will be confusing to the user of the
financial statements and could be misleading. SFAS No. 5 currently
serves the users of financial statements adequately in this area.
The requirement to make these disclosures in circumstances where
estimates are "at least reasonably possible" to change is an
unreasonably low threshold.
Companies will be hard pressed to
prove to their auditors that any estimates used will not have "at
least a reasonably possible" chance to change.
We are particularly concerned with this disclosure as it relates to
a company's operating assets. Disclosure in this area should not
be required if the information is considered proprietary or
confidential. For example, if a company is required to disclose
that it may be "reasonably possible" that it will have trouble
selling certain inventory, this information may have the effect of
being a self-fulfilling prophecy. A competitor could pick up on
this fact and target the product to ensure the company has trouble
selling it.

Disclosure of this nature should not have to be made unless the
criteria, as set forth in SFAS No. 5, are met.
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Current Vulnerability Due to Concentration
We concur with the Minority View as set forth in paragraph 32a of
the SOP.
The disclosures required by this SOP place
responsibilities on preparers that exceed the requirements just
established by SFAS No. 105.
Issuing this SOP with expanded
requirements beyond SFAS 105 even before its effectiveness is
evaluated is definitely unwarranted.
Again, we believe that disclosures in this area should not be
required if the information is considered proprietary or
confidential in nature.
Disclosing information with regards to
suppliers, customers or a particular product may give competitors
information they could use to their competitive advantage (i.e.,
contacting a supplier to gain an advantage or targeting a promotion
against a product already in trouble).
Financial Flexibility
We do not agree that a disclosure of this nature is appropriate to
be located in the notes to the financial statements.
This
disclosure is highly subjective and could have the effect of
causing undue concern to users of the financial statements.
If
necessary, disclosure of this nature should be located in the MD&A
section.

As discussed in the Minority View in paragraph 32c of the SOP,
"reasonably possible" is a low threshold for this disclosure. We
agree that this will add an economic burden on many entities. They
will need to perform significant additional procedures in order to
satisfy their independent auditors that disclosure is not needed in
this area.
The threshold for disclosure in this area would be more
appropriately defined similar to what is contained in SAS No. 59 as
"substantial doubt". The threshold should be raised in this SOP to
bring it in line with SAS No. 59 which is already in practice
today. Independent accountants and preparers should be looking at
the same criteria for disclosure.
If the threshold is left at the level of "reasonably possible", it
may unnecessarily take away some of the avenues that an
organization had open to them in order to meet their cash needs.
Borrowing, issuing stock and liquidating assets will be made more
difficult or the terms they are able to get may not be as good if
the other party is inappropriately concerned about the company’s
ability to meet their cash flow needs.
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Placement of Disclosure
As we stated earlier we are concerned with the requirement of this
SOP to include these type disclosures within the historical
financial statements. These disclosures go well beyond historical
data and in many cases are requiring information that is
prospective in nature and very subjective.
We believe that
placement of these disclosures within the notes will be misleading,
by causing the users of the financial statements to think these
items are more significant then they are.
If an event is
significant and probable SFAS No. 5 currently requires disclosure
and we feel this is adequate. These issues are better displayed in
a MD&A type forum as required by the SEC.
In addition, placement of these disclosures as an integral part of
the financial statements will significantly increase the burden on
the independent auditors. There is currently a major concern in
the accounting profession regarding financial reporting and the
litigation crisis. The requirements of this SOP are very broad and
the disclosures will be very subjective. Many of the disclosures
required by this SOP require judgements that will be subject to
criticisms based on hindsight. This will lead to an increase in
litigation and audit fees because of unrealistic expectations based
on the disclosures.

Range of Risks and Uncertainties
The approach of providing broad guidance will be difficult to
implement.
Broad
statements
are
subject
to
different
interpretations despite the same facts. This is another area that
may open up the possibility of more litigation.
The Auditor's Report should be made clearer on the vulnerability of
estimates in the financial statements and the auditor's limitations
in uncovering fraud.
Also, user's may be better served by
requiring a Report of Management, from all entities, which would
discuss internal controls and the use of estimates.

We appreciate your consideration of our comments.
Sincerely,

Alexander W. Roulston
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

The members of the Mississippi Society of Certified Public
Accountants Accounting and Auditing Committee reviewed the
Exposure Draft on Proposed Statement of Position "Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility". The following comments resulted.
The proposed disclosures are unnecessary for privately-held
companies. Users of financial statements of nonpublic entities
have the ability to request additional data when needed.
Nonpublic entities should not be required to incur additional
expenses to furnish disclosures that are not needed nor desired.

SEC Practice Section
Private Companies
Practice Seaton

Mississippi Society of CPA's
Louisiana Society of CPA's

JACKSON OFFICE
SIXTH FLOOR
BANK OF MISSISSIPPI
BUILDING
525 EAST CAPITOL STREET
POST OFFICE BOX 981
JACKSON. MS 39205-0981

TELEPHONE (601) 354-2745
FAX (601)355-6521

The burden of accumulating the information necessary for
disclosure of this type for financial statements which are
compiled or reviewed would prove cost prohibitive. The
information needed to make the disclosures as noted for estimates
will have to be accumulated by the financial statement preparer,
which, in most cases, is the accountant. Since management's
estimates are not examined and evaluated, as would be in an audit,
a great deal of work will be required of the accountant in
preparation of these disclosures, and we would think that the
scope of work would extend beyond what is considered appropriate
for these types of engagements.
Non-profit entities should also be excluded from coverage
under this exposure draft. Additional disclosures for these
entities would be irrelevant to the typical user.
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Paragraph three of the exposure draft states that the SOP
applies to all entities preparing financial statements in
conformity with GAAP.
Passage of this exposure draft, in its
present form, would increase the growing number of small
businesses adopting the tax or cash basis method of preparing
financial statements.

The definition of "severe impact" is too subjective to make
reliable determinations of what needs to be disclosed. The
requirement to base the evaluation on information available prior
to the issuance of the financial statements subjects the auditor
to much criticism with hindsight.

The financial statements, as current presentation requires,
disclose any concentrations of credit, business, etc., and this
should be enough disclosure for interested parties.
The terms
"reasonably possible" and "near-term effect" leave the financial
statements open to a tremendous amount of subjective criticism in
that not all the possible events were disclosed which would have
had a material effect on the financial statements.
Therefore, it
would appear that a good deal of work would be required in order
to determine the appropriate business or asset concentrations
which are required by the statement.
The cost associated by this
work may be a burden to the small business entity which receives
no additional benefit.
The going concern disclosures that are already presented in
the financial statements are more than adequate to denote any
problems.
Management does not have the desire to disclose its economic
dependency on its major customers and vendors. This may put them
at a disadvantage when negotiating subsequent contacts and terms.
Establishing a disclosure cut-off date that extends beyond
the last day of field work creates difficulties for the auditor,
especially in the small business environment.

Many of the matters addressed by this proposed SOP are
already adequately covered in other authoritative literature.
Issuance would increase the standards overload which already
burdens small and medium-sized businesses.
A small company requiring a compilation, review or audit
would incur additional costs without any tangible benefits to the
company or the users of its financial statements.
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The requirements of the SOP will associate the auditor with
very subjective information that will expose the profession to
greater risk of litigation.

The cryptic nature of the significant estimates and
concentrations requirements will be hard to implement in smaller
entities due to the lack of resources available to management and
the auditors.
The conclusion of the members was that the SOP, if issued,
should clarify the subjective terminology and exempt non-public
and non-profit entities for the reasons cited above.
We appreciate the opportunity to be able to express our
views. Your consideration of our concerns would be greatly
appreciated.

Sincerely,

M.
Donna M. Ingram,
Chairman Accounting & Auditing
Committee of the Mississippi
Society of Certified Public
Accountants
DMI:rm

Shelton C. Davis, CPA, P.A.

AMERICAN INSTITUTE OF
CERTIFIED PUBLIC ACCOUNTANTS
FLORIDA INSTITUTE OF
CERTIFIED PUBLIC ACCOUNTANTS’
TAX DIVISION OF AICPA

CERTIFIED PUBLIC ACCOUNTANT
211 E. HAMPTON SPRINGS AVE., P.O. BOX 895
PERRY. FLORIDA 32347

TELEPHONE (904) 584-7438

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

I would like to take this opportunity to respond to the Exposure Draft on
the proposed statement, nf position relating to disclosure of certain significant
risk and uncertainty and financial flexibility. I am very much opposed to this
Exposure Draft primarily for the reasons stated below.
1. It places an unreasonable burden on all entities, and in particular on
mid-size and smaller entities, to obtain and analyze the broad range of information
that would have to be considered for possible disclosure.

2. The requirements of this proposed SOP are so broad that they do not provide an
objective basis for the development of reliable information. Rather, it would
require judgments that could easily be challenged based on hindsight.
3. The requirement to disclose information about an entity's financial flexibility,
significant estimates, and vulnerability due to concentrations would place a dis
proportionate economic burden on nonpublic entities and their independent accountants,
particularly those issuing compiled or reviewed financial statements.
Finally, because the "reasonably possible" criterion for disclosure of financial
flexibility is such a low threshold, a significant number of entities, including
privately-owned enterprises and not-for-profit entities, will be unable to make
such determinations without performing significant additional procedures such as
the preparation of cash flow projections. Such entities generally operate with
limited staffs and would thus be required to incur additional costs that will, in
most circumstances, exceed the benefits of the information disclosed.
Thank you for the opportunity to express ny opposition to this Exposure Draft.

Sincerely,

Shelton C. Davis
Certified Public Accountant
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Mr. Fred Gill
Senior Teehnical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
Nev York, Nev York
10036-8775
RE:

Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility

Dear Mr. Gill:
The California Committee on Municipal Accounting (COMA) is a joint committee
of the League of California Cities and the California Society of Certified
Public Accountants. COMA meets semi-annually to address issues of accounting,
auditing and financial reporting as they pertain to California governments,
At its last meeting, COMA evaluated the exposure draft of the proposed
statement of position (SOP) pertaining to disclosure of certain significant
risks and uncertainties and financial flexibility and arrived at the folloving
conclusions.

The American Institute of Certified Public Accountants (AICPA) is to be
commended for its efforts in developing this exposure draft. However, we are
concerned with the proposed guidance in this exposure draft for the reasons
discussed belov and, for those reasons, do not believe this document should be
issued.
CCMA is concerned that this document sets standards that go beyond existing
generally accepted accounting principles (GAAP) and we question whether the
AICPA is the appropriate body, given the GAAP hierarchy, to be setting nev
GAAP.
We believe this more appropriately falls within the jurisdiction of the
Governmental Accounting Standards Board (FASB) and the Financial Accounting
Standards Board (FASB).

As noted in the draft SOP, much of the information called for in the exposure
draft is already disclosed in a government's comprehensive annual financial
report (CAR), either in the letter of transmittal or in the statistical
section.
Therefore, we do not believe additional disclosure requirements are
League of California Cities
1400 K Street
Sacramento. CA 95814
(916) 
8671

159

California Society of CPAs
1201 K Street, Suite 1000
Sacramento, CA 95814
916) 4410-5351
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necessary.
In addition, CCMA is concerned that moving this information into
the notes and requiring it to be covered by the audit opinion will be
counterproductive.
We do not believe the cost of this increased audit
coverage can be justified.
In addition, the required note disclosures are
already voluminous. To further increase the amount of required note
disclosures will potentially obscure information that previously
more
readily available and accessible to the reader of the financial statements.

CCMA is also concerned with the requirement that the disclosures cover any
information about
management can reasonably be expected to have
knowledge prior to the issuance of the financial statements. This is a
subjective requirement that opens the door to a much greater potential for
"Monday morning
with respect to information disclosed in the
financial statements. Disclosure of known Information is one thing,
disclosure of what is reasonably expected to have been known is another.
This
requirement changes the auditor’s relationship with the financial statements
from an objective one to one that is much more subjective.
CCMA supports the minority view contained in this exposure draft and believes
these requirements are too cumbersome and subjective to be of any real
benefit, at a reasonable cost, to financial statement users. Based on the
above, we strongly urge you to reconsider your position on this exposure draft
and not issue a final SOP.
If you have questions, please contact the undersigned.

Yours very truly,

Nick D. Rives, Co-Chair
League of California Cities
City of Inglewood
(310) 412-5237

Clyde W. Brown, Co-Chair
California Society of CPAs
Clyde W. Brown & Associates
(408) 424-2737

THE

EQUITABLE

Alvin H. Fenichel
Senior Vice President
& Controller

787 Seventh Avenue
New York, NY 10019

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager, Accounting
Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Sir:
We appreciate the opportunity to present The Equitable’s comments on
the proposed Statement of Position entitled "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility".

Disclosures are unnecessary and not meaningful.
The disclosures required by the proposed SOP "...focus primarily on
risks and uncertainties that could significantly affect the amounts
reported in the financial statements in the near term or the
near-term functioning of the reporting entity." (Paragraph 2) Such
disclosures which are of a predictive nature would move financial
statements away from their historical focus. We do not believe the
purpose of historical financial statements is to predict the future.
We do not see any compelling reason to locate such information in
audited financial statements since similar-type information is
already required in the Management Discussion and Analysis (MD&A) for
SEC registrants.
Furthermore, such disclosures may be
misinterpreted as a prediction of a near-term severe financial
impact.

Disclosures about the nature of operations and the use of estimates
in the preparation of financial statements are currently provided or
readily ascertainable from financial statements footnotes or, for SEC
registrants, MD&A. For example, disclosures on segment information
provide information regarding the nature of a company's operations.
We do not believe additional guidance is necessary.
Increased exposure to litigation.

The proposed SOP would increase the risk of litigation against
preparers and independent accountants. The requirement to disclose
in financial statements audited by independent accountants
information on risks and uncertainties of which management is
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Current vulnerability due to concentrations.
Disclosures about current vulnerability due to concentrations are
currently provided in segment disclosures or, for SEC registrants, in
the MD&A. In addition, SFAS No. 105 requires disclosure of
concentrations of credit risk of all financial instruments. Item 303
of Regulation S-K requires management to "... focus on material events
and uncertainties known to management that would cause reported
financial information not to be necessarily indicative of future
operations." This would include uncertainties related to
concentration. The requirements of Item 303 are more practical and
realistic since they are based on known events or uncertainties that
management reasonably expects will have an impact on operations,
rather than on the reasonably possible criterion required by the
proposed SOP. Additionally, these disclosures are best discussed
outside of the financial statement since they represent management's
analysis of events and uncertainties that will impact future
operations.
Financial flexibility.

Disclosures about financial flexibility are currently discussed in
MD&A based on the requirements of Item 303 of Regulation S-K. Item
303 requires discussion of "...any known trends or any known demands,
commitments, events, or uncertainties that will result in or that are
reasonably likely to result in the registrant's liquidity increasing
or decreasing in any material way." Again, the requirements of Item
303 are based on trends or demands known to management that are
reasonably likely to affect the company, rather than on the
reasonably possible criterion required by the proposed SOP. Item 303
requirements are more focused, unlike the proposed SOP which can be
interpreted as being unlimited in its scope.
The proposed SOP does not addressed what SEC registrants should do if
they are required to discuss risks and uncertainties in the financial
statements. Will such information be included in both the financial
statement and in the MD&A?

Recommendation.

We believe the disclosures required by the proposed SOP should be
similar to those already required by Item 303 of Regulation S-K and
should be based on a similar standard. The standard used should be
based on known events and uncertainties that management reasonably
expects will affect operations, rather than on the reasonably
possible criterion required by the proposed SOP. In addition, we
believe such disclosures should not be included in the financial
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statements since they represent management's analysis of future
operations, not historical financial information. We believe it is
preferable such information be disclosed in the MD&A for SEC
registrants or in a management letter to shareholders so as to
maintain a distinction between management's analysis and historical
financial information. Regulation S-K does not require such
information to be included in financial statements.

Another suggestion is that public companies be exempted from the
requirements of this SOP. While we recognize that the AICPA is
unlikely to be initially receptive to the idea of exempting large
public companies, there are strong reasons why public companies
should not have to comply with the SOP.
There is already a detailed disclosure regime in place for SEC
registrants with well-understood rules covering most of the topics
included in the proposed SOP. For example, in addition to the MD&A
points discussed above, Item 101(c) of Regulation S-K requires
extensive disclosure in the business section of 10-K's and
prospectuses as to concentrations in products, sources of raw
materials, patents, trademarks and other intellectual property,
customers and other similar matters. Applying different standards to
financial statement footnote disclosure, compared to MD&A and
business section disclosure, will lead to inconsistent discussions of
the same topics being included in publicly-filed documents.

In addition, the financial flexibility requirements of the proposed
SOP simply cannot, as a practical matter, be complied with by public
companies because of their "duty to update" under the federal
securities laws. In brief, the duty to update requires SEC
registrants to disclose promptly any material changes in prior public
disclosure. For example, take the case of an SEC registrant which
publishes its year-end financials in February and anticipates a
possible cash shortage by year-end. Assume that, in light of strong
markets for securities offerings, the company determines in February
it would most likely meet its cash need through a sale of securities
later in the year and so states in its financial statements included
in its 10-K. Further assume that, in the second quarter, securities
markets decline and the window for public offerings closes. In the
third quarter, with the cash shortage looming near, the company sells
one of its crown jewel subsidiaries and its stock price falls. On
these facts the company would potentially be liable to purchasers of
its stock between the time when the securities markets declined
making the public offering impractical, and the time the company
announced the sale of the crown jewel, for failing to disclose that
its plans to cover the possible cash shortage had changed. The claim
would be that they bought expecting a public offering as set forth in
the financial statements, not the sale of the crown jewel. The only
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way to avoid such liability would be to issue press releases on a
continuing basis as management's expectations evolve due to changes
in securities markets, problems in negotiations to sell the
subsidiary and so forth. This would be an extraordinary
disadvantageous situation for any public company to be in, especially
one in financial difficulty.
In summary, we believe the current system of financial disclosures is
not "broken" and, therefore, does not need to be "fixed".

Very truly yours

Alvin H. Fenichel
Senior Vice President
& Controller
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OWENS-CORNING WORLD HEADQUARTERS

FIBERGLASSTOWER
TOLEDO, OHIO 43659
419.248.8647 FAX 419.248.8445

DAVID W. DEVONSHIRE

SENIOR VICE PRESIDENT AND
CHIEF FINANCIAL OFFICER

Owens
Corning
July 30, 1993
Mr. Frederick Gill
Senior Technical Manager,
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
Owens-Coming FiberglassCorporation appreciates the opportunity to comment on the proposed
Statement of Position, Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility. The Company's opinion on the five topics listed in the Exposure Draft, (ED),
follows.

Nature of Operations
Owens-Coming complies with the disclosure requirements of FASB Statement No. 14,
Financial Reportingfor Segments ofa Business Enterprise, and therefore already discloses
information about its operations. Two additional disclosures are proposed by the ED regarding
the identification of the Company's principal markets and a description of the location of those

markets. Owens-Coming currently discloses its principal markets in Part I, Item 1 of its Form
10-K, filed with the SEC. To add this disclosure to the footnotes of the financial statements
would be redundant. The Company sells its products throughout most of the world, and while
it does not object to stating the location of its principal markets, it is not convinced that this
information would be of much value to statement users.

Use of Estimates in the Preparation of Financial Statements
Owens-Coming supports the proposal to inform readers that the preparation of financial
statements in conformity with GAAP requires the use of estimates. While it is thought that most
users of financial statements understand this, the inclusion of such a statement may provide some

defense against litigation.

Certain Significant Estimates
There are three concerns with this section of the ED. The first is a general concern about the

value of expanding the volume of data included in the footnotes. The amount of information

required to be disclosed is already not easily understood by many statement users outside of the
accounting profession. Adding to the length of the statements may obfuscate rather than add to

statement users comprehension.

Mr. Frederick Gill

Page Two
July 30, 1993

A second concern is the perceived high degree of subjectivity in applying the reasonably
possible criteria to estimates, (which are themselves subjective). The application of this criteria
will certainly vary among companies and result in a lack of comparability. Furthermore,
although statement users may be alerted to a potential problem, this knowledge may not lead to
better decision-making, given the degree of uncertainty surrounding the outcome of the
problem. Finally, management may not be aware of the existence of some of these risks,
resulting in omissions of required disclosures, even though management acted in good faith.

The third concern relates to the position stated in the ED that FASB Statement No. 5,
Accountingfor Contingencies, does not specifically require disclosure of the near-term nature of
a contingency. The Company disagrees with that position and believes that Statement No. 5
disclosure requirements were intended to apply to both near and long-term contingencies. The
actions of the Company have been consistent with this belief.

Current Vulnerability Due to Concentrations
The ED cites the need to specifically address liquidity risk, which is not required by FASB
Statement No. 105, Disclosures about Financial Instruments with Off-Balance-Sheet Risk and
Financial Instruments with Concentrations of Credit Risk. However, liquidity risk is already
required to be discussed in Management’s Discussion and Analysis, (MD&A).

The ED also would require disclosure of concentrations by customers. It is Owens-Corning’s
opinion that Statement No. 105 addresses concentrations by customers, in its credit risk
disclosure requirements. The disclosure of the Company's principal markets may also give the

reader general information about concentrations.

Financial Flexibility
The discussion about financial flexibility is considered unnecessary by Owens-Coming, since this
topic is required to be addressed in more detail in the liquidity section of the MD&A than is
proposed by the ED.

Conclusion
Owens-Coming understands the position of the financial press and Congress, (as referenced in
paragraph B.2 of the ED), to include in the financial statements an "early warning system” which
would alert financial statement users to the reasonable possibility that an entity is in danger of

failing or suffering severe financial setbacks. However, in the Company's opinion, the

reasonably possible criteria is considered to be extremely subjective when applied to estimates
and the Company is not convinced that financial statement users will benefit from the additional
disclosures proposed.

Sincerely,

David W. Devonshire
Senior Vice President and Chief Financial Officer
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas

New York, NY 10036-8775

Exposure Draft on Proposed Statement of Position "Disclosure of Certain

Re:

Significant Risks and Uncertainties and Financial Flexibility'
Dear Mr. Gill;

The Accounting Standards Committee of the Alabama Society of Certified Public
Accountants has strong reservations about the disclosures that would be required by the
above referenced exposure draft. In substance the Alabama Society Committee agrees with
the position set forth in the letter submitted to you by the PCPS Technical Issues Committee
of the American Institute of Certified Public Accountants dated June 22, 1993. In summary
we believe this SOP would be hard to interpret, unduly costly to implement, and possibly
expose CPA's to increased litigation. We believe the SOP should not be issued, or if issued,
it should exempt small business. To support this position we offer the following comments.

IMPACT ON SMALL BUSINESS
Cost of Implementation

We believe the cost of making adequate financial statement disclosures should not be an
overriding factor in setting those requirements, but we do believe that small business can be
"standard set" out of business. Those of us who practice in small public accounting firms or
engage small public accounting firms to perform their audits have suffered through the cost
of implementing the barrage of new accounting and auditing standards over the past several
years. Of course some of the new standards are meaningful and necessary, but too much of a
good thing is still too much. As stated by the TIC the small businesses that engage their
CPA’s to perform reviews or compilations will be hit particularly hard by the requirements
of this exposure draft, and the primary users of those financial statements will probably not
have any additional useful information that they would not already have or believe they need.
We have seen many small businesses move toward non-disclosure financial statements, and
we agree that the disclosure requirements presented in this exposure draft will put more

Member of the private

PRACTICE SECTOR OF ThE

American Institute of Certified Public Accountants

pressure on small business owners to follow that lead. We simply must understand that we

cannot "legislate” the perfect financial statement.

We have experienced some fee resistance because of the ever increasing number of required
financial statement disclosures.
This occurs because we, the Company's CPA's, most
frequently determine and prepare financial statement disclosures because the client's staff
either does not have the time or the expertise to implement the related accounting standards.
Environment
We agree with the TIC that the operations of a small business typically are closely monitored
by its bankers and to some lesser degree by its major vendors and customers. The bankers in
particular request and usually obtain far more information than is presented in the company’s
financial statements. In this context the bankers rely on the basic financial statements
themselves to a lesser degree than would be expected from the stockholders of publicly
traded companies. In fact, our personal experience has shown that the bankers know far

more about their customers than most outside stockholders.
Small business owners ("investors”) typically do not need the information that the SOP
suggests being disclosed since they are generally closely held.

Access to Financial Markets
Our experience with small business clients has shown that the financial resources of the

business owners are equally, if not more important, than the financial resources of the
company itself In the closely-held context the bankers see themselves lending to the owners
(witness bank guaranty agreements), not the company. To require these kinds of disclosures
will not help the small business in any way and will not provide information that is not already
in the hands of the users of the financial statements of the typical small business. The cash
flow requirements are particularly burdensome because of the cost to the small business and
the negative implications they may present. We also believe that emphasizing the small
businesses' dependence on its bank and its major customers impedes the businesses’ ability to
negotiate and only serves to emphasize negative rather than the positive aspects of a

company.

Disclosure of Proprietary Information
We agree with the position set forth by the TIC.

Many small businesses are largely

dependent on one or two customers for their existence. The last thing they want to do, or
will do. is to place themselves at more of a disadvantage by providing information on their
dependence to their major vendors and customers.

AUG 01 '93 04:04PM PAUL E JOHNSON

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:

I would like to take this opportunity to respond to the Exposure Draft on
the proposed statement of position relating to disclosure of certain significant
risk and uncertainty and financial flexibility.
I am very much opposed to this
Exposure Draft primarily for the reasons stated below.

1.
It places an unreasonable burden on all entities, and in particular on
mid-size and smaller entities, to obtain and analyze the broad range of information
that would have to be considered for possible disclosure.
2. The requirements of this proposed SOP are so broad that they do not provide an
objective basis for the development of reliable information. Rather, it would
require judgments that could easily be challenged based on hindsight.
3. The requirement to disclose information about an entity’s financial flexibility,
significant estimates, and vulnerability due to concentrations would place a dis
proportionate economic burden on nonpublic entities and their independent accountants,
particularly those issuing compiled or reviewed financial statements.

Finally, because the "reasonably possible" criterion for disclosure of financial
flexibility is such a low threshold,a significant number of entities, including
privately-owned enterprises and not-for-profit entities, will be unable to make
such determinations without performing significant additional procedures such as
the preparation of cash flow projections. Such entities generally operate with
limited staffs and would thus be required to incur additional costs that will, in
most circumstances, exceed the benefits of the information disclosed.
Thank you for the opportunity to express my opposition to this Exposure Draft.
Sincerely

Michael E. Pattillo
Certified Public Accountant

Disclosure of Prospective Information

Requiring audited prospective information will subject the small business and its auditors to a
greater risk of lawsuit. Small businesses and small businesses' accountants already have
enough of a problem with accumulating the information for financial statement disclosures

without requiring them to accumulate data for the prospective type disclosures presented in

the exposure draft.
In addition, including such information in audited financial statements
gives the information a higher confidence and reliability factor than such prospective
information should have.

CONCEPTS IN PROPOSED STATEMENT
Terms and Definitions

We agree with the TIC that the terms "severe impact" and "reasonably possible" are too
ambiguous and subjective to provide a definitive basis for proposed disclosures. CPA's have
to be cautious because of the litigious nature of our society and tend to over disclose rather
than under disclose.
Accordingly, we believe that because of conservatism and the
subjectivity of the terms presented in the exposure draft that accountants will tend to "over
disclose" subjective information which we believe will be of little use to our clients and which
will tend to frighten users rather than inform them.

APPLICATION TO LARGE BUSINESS
We believe that the disclosures mandated in the exposure draft are superfluous in the public
context since many of the disclosures required are already sufficiently covered either in
Management's Discussion and Analysis or otherwise required by Regulation SX.

We appreciate the opportunity to present our views on the behalf of the Alabama Society of

Certified Public Accountants.

Sincerely,

Larry B. Frost, Chairman
Accounting Standards Committee
Alabama Society of CPA's
cc: Judith H. O'Dell, Chair
PCPS Technical Issues Committee
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JAMBS A. GOLDSTINB
CERTIFIED PUBLIC ACCOUNTANT
PO BOX 1072, 30596 BRYANT DRIVE
EVERGREEN, CO.
80439
(303) 670-3132

July 29,1992

Frederick Gill
Accounting Standards Division,
File 4290, AICPA
1211 Avenue of Americas,
New York, New York 10036-8775

Dear Sir:
The following comments refer to the exposure draft and proposed statement of
position titled DISCLOSURE OF CERTAIN SIGNIFICANT RISKS
AND
UNCERTAINTIES AND FINANCIAL FLEXIBILITY, dated March 31, 1993.

The minority position points out on a technical basis the many shortcomings of
this draft. I fully concur with the minority position. On a non-technical basis, I
have the following general comments.

The objectives of the statement of position can be accomplished by the many
standards currently in effect.

On its face, it appears that this document is most applicable to publicly traded
companies. However, its application to the vast majority of small business would
be either disastrous or meaningless. Most single product, single service
businesses are "dangerously concentrated." That's what gives these businesses
the ability to quickly react to their customers' needs. These kinds of disclosures
might well scare the pants off of the bankers or other lenders used by the small
businesses. Or, the lenders may be well informed enough to realize that this
concentration has been a fact of life since the first small business was formed.
When SSARS 1 was published, there was an acknowledgment that compiled
financial statements would fill a niche in the market place for low cost, low risk
engagements that would provide real value to the small business. Applying
these standards to the small business will destroy that kind of value. Banks and
other lenders understood that compiled statements were not audited. Their
understanding of dangerous concentrations are probably equally clear in the
small businesses they serve.
/

Finally, the application of existing standards to inform the user of financial
statements requires courage and integrity. The basis for telling a sad story is
there. The problem is that it may create a confrontation with the officials of the
company being audited. The savings and loan situation shows the problem and
its outcome quite clearly.

in summary, this statement appears to be a bureaucratic document to lock the
bam before the horse gets out. Redundant standards are not the answer. Let's
hold the practitioner responsible for the work done. The statement of position is
not needed. The objectives of the statement of position can be accomplished by
the many standards currently in effect.

Sincerely,

JAMES A. GOLDSTINE

Pinnacle West
capital

corporation

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Pinnacle West Capital Corporation (PWCC) is pleased to respond to the AICPA Accounting
Standards Executive Committee's exposure draft of proposed statement of position (SOP)
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility." PWCC is a
publicly traded corporation.

General
PWCC is in favor if improving the information communicated to users of financial statements to
help them assess risks and uncertainties. We are troubled, however, by certain provisions of this
SOP.
•

•

•

Several disclosures required by this SOP duplicate current SEC disclosure requirements. The
SOP requirement that certain disclosures appear in the footnotes will result in disclosing the
same basic information in two places.
Generally, many of the disclosures required by this SOP use lower possibility thresholds and
look to shorter time horizons than current disclosure requirements. Additionally, disclosures
under this SOP address overall financial impact where current disclosures focus on the income
statement. We are concerned with the potential for a single business issue to be disclosed in
different sections of financial statements, and for each disclosure to be written from a
fundamentally different perspective. Many financial statement users will be unaware of these
subtle differences in perspectives. This similar, yet fundamentally different, presentation may
confuse users of financial statements and thereby render much "prospective" information less
useful.
We are concerned that many of the key definitions are not only too broad, but are not clearly
defined. This may result in a "yard stick" that will become very "elastic" in application,
thereby diminishing comparability of financial disclosures between companies and industries.

Pinnacle West Capital Corporation 400 East Van Buren Street. Suite 700 Post Office Box 52132 Phoenix, AZ 85072-2132 602 379-2500

Nature of Operations
We fail to see how these required disclosures differ from the combined disclosures currently
required by FASB No. 14, "Financial Reporting for Segments of a Business Enterprise" and SEC
form 10-K Item 1, "Business."1
Use of Estimates in the Preparation of Financial Statements

Paragraph 11 specifies that notes to financial statements should include "an explanation that the
preparation of financial statements in conformity with GAAP requires the use of management's
estimates." Many public companies currently provide this disclosure under the heading "Report
of Management" in their annual reports. We do not object to making this type of disclosure
mandatory, but see no need for a duplicate statement in the footnotes.
Certain Significant Estimates
The proposed SOP requires disclosure when it is reasonably possible that the estimate will
change and the near-term effects would be material to the overall financial statements. We
understand that this requirement is intended to supplement current FASB 5, "Accounting for
Contingencies" requirements primarily by subjecting accounting estimates the same "reasonably
possible" test which necessitates disclosure of material contingencies.*2 This SOP disclosure
requirement is, however, very similar to current requirements of SEC Form 10-K, Item 7,
"Management's Discussion and Analysis of Financial Condition and Results of Operations."3
MD&A addresses "known trends or uncertainties that have had or that the registrant reasonably
expects will have a material favorable or unfavorable impact on the net sales or revenues or
income from continuing operations." The following table outlines the basics of the proposed
SOP guidelines and the current MD&A guidelines.
Focus
Materiality
Time Horizon
Financial Statement
Possibility Threshold

MD&A
Material
Near & Long-term
Income
Known trends, etc.

SOP
Material
Near-Term
Income & Balance Sheet
Reasonably Possible

The most significant difference is in the possibility threshold. MD&A addresses known trends and
uncertainties. The proposed SOP requires disclosure when it is reasonably possible that an
estimate will change. We believe the use of the "reasonably possible" standard for evaluating
accounting estimates is inappropriate. The chance that an estimate will change is at least
"reasonably possible" if it is anything other than remote, as defined by FASB 5. This is an
extremely broad range of probability. Every estimate is based on a collection of assumptions,
most of which are likely to change. Therefore, it is probable that estimates will change and the
’Regulation S-K Item 101(c).
2See discussion in Proposed SOP Paragraph 14.
Regulation S-K Item 303.
4Regulation S-K Item 303(a)(3)(ii).

combinations of factors driving the change are virtually unlimited. It would be necessary to
explore numerous combinations of "reasonably possible" assumptions to determine if any
combination would result in a material effect on financial statements. Despite the SOP's focus on
the near-term, this provision would be extremely burdensome and is likely to be applied
inconsistently in practice. We believe the current MD&A provision which is restricted to known
trends is more appropriate for disclosure of risks associated with accounting estimates.

Additionally, we believe that readers and preparers alike will be confused by presentation of an
issue in MD&A followed by a similar, yet fundamentally different, disclosure in the financial
statements footnotes as required under the proposed SOP.

Current Vulnerability Due to Concentrations
The proposed SOP requires disclosure of "[a]ny concentration existing at the date of the financial
statements that makes the enterprise vulnerable to the risk of near-term severe impact. . . when it
is at least reasonably possible that the events that could cause the near-term severe impact will
occur [emphasis added]."5 The concentration could relate to assets, liabilities, commitments,
contingencies, or the nature of the entities operating needs.
This requirement is very similar to current provisions of SEC Form 10-K, Item 1, "Business" and
Item 7, "Management's Discussion and Analysis of Financial Condition and Results of
Operations." Item 1 requires a narrative discussion of the sources and availability of raw
materials6 and the dependence of a segment on "a single customer, or a few customers, the loss
of any one or more of which would have a material adverse effect on the segment."7 MD&A
requires a discussion of "any known trends or uncertainties that have had or that the registrant
reasonably expects will have a material favorable or unfavorable impact on the net sales or
revenues or income from continuing operations."8 Additionally, MD&A must discuss known
events that will change the relationship between costs and revenues such as changes in labor and
material costs.

MD&A focuses on both near-term and long-term material impacts. The proposed SOP focuses
only on near-term severe impacts.

MD&A focuses on known events. The proposed SOP looks to "reasonably possible" events.
Paragraph 22 of the proposed SOP states that "[t]he potential effects associated with the
concentration could result from one or more events." This suggests that not only must a single
"reasonably possible" event be considered, but combinations of multiple "reasonably possible"
events must be explored as well.

Proposed SOP, Paragraph 20.
Regulation S-K Item 101(c)(iii).
Regulation S-K Item 101(c)(vii).
Regulation S-K Item 3O3(a)(3)(ii).

We believe the "reasonably possible" standard is far too broad to be practically and meaningfully
applied in practice. We also believe that the similar, yet fundamentally different, focus of each
discussion of these topics will be confusing to both users and preparers of financial statements.
Current SEC provisions adequately disclose the risks associated with concentrations.

Financial Flexibility
Paragraph 26 of the proposed SOP states that "[n]otes to financial statements should include a
discussion of management's expected course of action when it is determined that it is at least
reasonably possible that the entity will not have the ability over the near term to pay its expected
cash outflows without taking certain actions [emphasis added]."

Appendix B, paragraph 62, of the proposed SOP states that "[t]his SOP would require disclosure
in the notes to financial statements of some of the information now reported in the MD&A or as
risk factors [related to new offerings] but might also require disclosure of certain information not
currently required in either place." However, Appendix B, paragraphs 55 - 57, compares MD&A
requirements to the disclosures required by this SOP. This comparison seems to confirm that
MD&A requirements for discussion of liquidity and capital resources are actually more
comprehensive than those required under this SOP. We believe current MD&A disclosures
provide sufficient information for readers to assess financial flexibility.

The Company appreciates the opportunity to respond to the exposure draft.
Sincerely,

Chris N. Froggatt //
Director, Accounting Services

ABBOTT

Abbott Laboratories

One Abbott Park Road
Abbott Park, Illinois 60064-3500

July 29, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of
Certified Public Accountants
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Re:

File Reference No. 4290

Dear Mr. Gill:

We are pleased to respond to the Exposure Draft of Proposed Statement of
Position (SOP) entitled “Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility."
Abbott Laboratories is an $8 billion worldwide company engaged in the
discovery, development, manufacture and sale of a broad and diversified
line of human health care products and services. The company has some
49,000 employees worldwide and has approximately 76,000 shareholders.

Overall Comments on the SOP

Abbott supports disclosure of significant risks and uncertainties and
financial flexibility. However, we believe that the requirement for these
disclosures in the body of the financial statements duplicates
requirements for disclosure for companies governed by the rules and
regulations of the Securities and Exchange Commission (SEC). We believe
that serious investors can refer to the Form 10-K when making investment
decisions.
For this reason, we believe that only companies that do not
currently disclose this information pursuant to SEC rules and regulations
should be included in the scope of this SOP.

In addition, certain of the disclosures proposed by this SOP go beyond the
requirements of existing Generally Accepted Accounting Principles (for
example FASB No.s 5, 30 and 105). We believe that if the Accounting
Standards Executive Committee (AcSEC) feels that the disclosure
requirements of these statements are not adequate, then it should lobby
for amendments to the provisions of existing GAAP.

Mr. Frederick Gill
July 29, 1993
Page Two

Specific Comments on Disclosures
Nature of Operations

For public companies, the SEC's rules and regulations require extensive
disclosures of the nature of a company’s business, and includes
disclosures relating to the description of business, location of
properties and legal proceedings.

We believe that disclosure of the nature of operations in the footnotes to
the financial statements would be of little value to the users of the
financial statements of public companies. Therefore we believe that only
companies that do not currently disclose this information pursuant to SEC
rules and regulations should be included in the scope of this SOP.
Use of Estimates in the Preparation of Financial Statements

The use of estimates is an inherent part of the accounting process. This
disclosure requirement would place too much emphasis on this one of many
aspects of the accounting process.
In addition, acknowledgment of the use
of estimates in the preparation of financial statements is already
included in the auditors' report and management's report on the financial
statements.
Certain Significant Estimates

We believe that existing GAAP (FAS No. 5) is adequate for disclosure of
material contingencies.
Expanding disclosure requirements to include
events which are "reasonably possible" places too much unwarranted burden
on both the preparers and auditors of financial statements. We believe
that the "reasonably possible" criteria is too broad and that it would
allow hindsight to interpret as to whether an event should have been
considered "reasonably possible." Given today's economic and political
environments it would be difficult to predict an event which was not
"reasonably possible" under the guidance of this SOP.

The requirements of existing GAAP and SEC reporting requirements provide
an adequate base for disclosure of significant contingencies. We believe
that this proposed disclosure requirement should be removed from this SOP.
Current Vulnerability Due to Concentrations

We believe that existing GAAP (FAS No.s 30 and 105) and existing SEC
disclosure rules for public companies already provide adequate disclosures
of vulnerability due to concentrations. Again, if the AcSEC feels that
existing GAAP is not adequate, then it should lobby for amendments to the
provisions of FAS No.s 30 and 105.
Finally, only companies that do not
currently disclose this information pursuant to SEC rules and regulations
should be included in the scope of this SOP.

Mr. Frederick Gill
July 29, 1993
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Financial Flexibility

The SEC requires discussion of liquidity and capital resources in the
Management Discussion and Analysis portion of the annual report of public
companies. Therefore, only companies that do not currently disclose this
information pursuant to SEC rules and regulations should be included in
the scope of this SOP.
In summary, Abbott supports disclosure of significant risks and
uncertainties and financial flexibility. However, we believe that public
companies already provide these disclosures if they comply with the SEC's
rules and regulations. We believe that only companies that do not
currently disclose this information pursuant to SEC rules and regulations
should be included in the scope of this SOP.
In addition, we believe that
the "reasonably possible" criteria for disclosure of significant estimates
is too broad and that existing GAAP for disclosure of material
contingencies is adequate.

Sincerely,

Frank J. Loughery
Assistant Corporate Controller

John Hancock Mutual Life Insurance Company

John Hancock Place
Post Office Box 111
Boston, Massachusetts 02117
(617)572-0600
Thomas E. Moloney
Chief Financial Officer

July 30, 1993
Mr. Frederick Gill

Senior Technical Manager
Accounting Standards Division, File 4290

AICPA
1211 Avenue of the Americas

New York, New York 10036-8775

Dear Mr. Gill,
This letter is in response to the Exposure Draft of March 31, 1993 on the proposed

Statement

of Position

on

"Disclosure

of Certain

Significant

Risks

and

Uncertainties and Financial Flexibility".

The John Hancock Mutual Life Insurance Company supports the efforts of the
AICPA towards bringing more useful information to users of financial statements.

However, as one of the major life insurance companies in the country we are

particularly mindful of how financial information is presented and how this
information is used.

It is in this context that we have concerns regarding the

following areas of the exposure draft.

Nature of Operations
We do not believe that the proposed MD&A style of disclosure of a company's

products, services, markets, etc., belongs in the notes to financial statements. This

information is not within the framework of financial statement disclosure of

accounting policies and results of operations.

Disclosure of non-financial

information more appropriately belongs in a separate MD&A document. In this

regard, the insurance industry implemented its own Management Discussion &
Analysis in 1991, which is filed annually and separately from a company's

statutory financial statements and is public record.

Certain Significant Estimates
We are concerned that this disclosure presents the risk of misinterpretation of
information by users and could potentially disclose confidential information.

As

an insurance company, estimates are an integral part of our financial statements

and there are many safeguards as to their reasonableness, such as, actuarial
certifications, cash flow testing, regulatory filings, and

audits.

internal and external
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The problem with the proposed disclosure is that it could require companies to

disclose numerous estimates, some of which might be misinterpreted by users of
the financial statements given the use of the "reasonably possible" criteria for

occurrence. The criteria for inclusion in this disclosure is not definitive enough to
assure consistent application among reporting companies and among auditing

firms.
Additionally, some of the estimates that might be disclosed could be confidential

to a company’s operations. For example, the federal tax rules and procedures for
mutual life insurance companies are extremely complex and depend to a great

degree on assumptions and estimates that could differ in the short run. Disclosure

of certain components of the tax calculation could potentially divulge confidential
information regarding a company's operations and strategies.
For the above reasons we do not believe the disclosure should be adopted.

Current Vulnerability Due to Concentrations
The Financial Accounting Standards Board issued FASB Statement No. 105,

Disclosures of Information about Financial Instruments with Off-Balance Sheet
Risk and Financial Instruments with Concentrations of Credit Risk in 1990.

Implementation of the proposed SOP would impose requirements on companies

and the insurance industry far in excess of the requirements of FAS 105 even
though the disclosure goals of FAS .105 have not been fully analyzed by the

accounting community.

Therefore, the proposed expansion of disclosures in this

regard is premature and inappropriate.

In addition, the concept of "severe impact" in this disclosure is difficult to define.
One company's interpretation of this threshold could be completely different from

that of a peer company. This situation could lead users of financial statements to
draw invalid conclusions as to the vulnerability due to concentrations of one

company compared to another.
For the above reasons we urge that this particular disclosure be deferred until the

overall effectiveness of FAS 105 is determined.

Financial Flexibility
We are concerned with the potential dangers of any discussion related to cash flow

adequacy.

Users of financial statements could easily misinterpret the disclosure

and perceive a company's position to be weaker and less liquid than it really is.
Given the nature of the insurance business, this is an especially sensitive area.
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Misinterpretation of the disclosure information could potentially create a "run on

the bank" scenario and we would strongly argue against anything that could place
the industry in that position.

For example, in the 1980's, during the period of

rising interest rates, insurance companies experienced significant, but temporary,
increases in policy loans and policy surrenders. In many cases companies entered
into short-term borrowing arrangements to

address their cash flow needs.

Disclosures of this situation in financial statements could have been misinterpreted
to mean the companies were in financial difficulty when in fact this was not the

case.

Disclosures about lines of credit and credit availability to meet cash requirements

are provided currently in companies' notes to the financial statements. We feel the
current

disclosures

are

appropriate

and

adequately

provide

the

required

information.
In conclusion, while we favor changes that result in improved financial reporting

and disclosure we believe that the proposed statement of position is flawed in the
areas we have described. The potentially unlimited scope of disclosure, the danger

of misinterpretation, the lack of objective criteria, and the potential for the
publication of confidential information are the major reasons why we believe the
proposed statement of position should not be adopted for inclusion in financial

statements.

We hope these comments will be considered and will assist in the final decision
regarding the proposed statement.

Thomas E. Moloney

ALAMEDA COUNTY

COMMUNITY
FOOD BANK
July 29,1993

Mr. Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
We wish to express our opposition to the AICPA's proposed Statement of Position
(SOP), Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility. We
believe that the SOP would increase the cost of the independent audits which non-profit
organizations such as ourselves are required to obtain without providing any significant
benefits. As a charitable organization, it is our policy to keep all non-essential administrative
costs to a minimum in order to permit maximum funding for our programs which serve the
hungry. The disclosures required by the SOP would merely formalize information which is
already widely understood concerning non-profits: that most of us have vulnerabilities due
to concentrations (especially revenue sources such as one-time or one-year government or
foundation grants), that most of us have limited financial flexibility, and that the financial
estimates we rely on are, as a rule, quite sensitive to change. We therefore do not perceive
any substantial benefits to ourselves (or to most other non-profits) from the SOP; we do,
however, anticipate that our audit costs would rise in order to pay for the increased formal
information-gathering required, and the additional responsibilities our auditors would have
We hope that you will take our comments to heart and reconsider how the proposed
SOP will affect non-profits such as ourselves which have taken on major challenges with quite
limited resources.

Sincerely,

John Kreider
resident

10901 RUSSET STREET

OAKLAND, A 94603

(510) 568-3663

FAX (510) 568-3895

Legislative Building
CO Box 40021
Olympia, Washington 98504-0021

Washington State Auditor
Brian Sonntag

(206) 753-5277
SCAN 234-5277
FAX (206) 753-0646 SCAN 234-0646

July 28,1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
SUBJECT:

Exposure Draft Proposed Statement of Position: Disclosures of Certain Significant Risks and
Uncertainties and Financial Flexibility

I have read the Exposure Draft (ED) and circulated it to interested members of our staff. I have also
communicated my thoughts to the National State Auditor’s Association for inclusion in their response. This
agency audits all local governments in the state of Washington including the state itself. Accordingly, I will limit
my comments to the governmental side of things, including the role of the Governmental Accounting Standards
Board (GASB),

Our chief concern is that the AICPA’s Accounting Standards Executive Committee is in an area that belongs
to the GASB. Notwithstanding your submission of the ED to the GASB for clearance, this ED is the wrong
standard, issued by the wrong organization.
The trend in governmental accounting, especially by practitioners, is to reduce the volume of disclosure. We are
finding no users of the information currently required in voluminous Comprehensive Annual Financial Reports.
The ED offers no convincing argument for going the opposite direction.
The Committee should have left this issue for the GASB. It is their responsibility. It is especially telling that
the ED cites no AICPA criteria as the basis for what it is imposing. All cites are GASB documents.

I suggest the ED be canceled with the Committee asking the GASB to develop appropriate guidance that is
really needed. If you have any questions, please call me at (206) 753-3544.

Sincerely,

Randal Finden, CPA
Assistant Deputy State Auditor
Division of Legislative and Technical Services
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GOVERNMENT FINANCE

OFFICERS ASSOCIATION

180 North Michigan Avenue. Suite 800. Chicago. Illinois 60601
312/977-9700 • Fax: 312/977-4806

July 31, 1993

Mr. Frederick Gill
Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill

On behalf of the Government Finance Officers Association (GFOA),
the Committee on Accounting, Auditing and Financial Reporting
(CAAFR) wishes to comment on the American Institute of Certified
Public Accountants’ (AICPA) recent exposure draft (ED) of the
proposed statement of position (SOP) Disclosure of Certain
Significant Risks and Uncertainities and Financial Flexibility.

The CAAFR is one of five standing committees of the GFOA. Each
committee may recommend positions to the GFOA's Executive Board
or act on its own behalf within the confines of established GFOA
policy and subject to the Executive Board’s review, in responding
to exposure drafts, discussion memoranda, and proposed
regulations and guidelines.
Members of the CAAFR are active finance officers involved in
government at the local and state levels. The committee is also
supported in its work by advisors drawn both from academe and the
public accounting profession. Subcommittees normally are
appointed to develop a response for action by the full committee.
A list of the members of the committee's business-type activities
and financial reporting subcommittees is attached.
We have reviewed the ED, and commend the Accounting Standards
Executive Committee (AcSEC) for the effort that has been put
forth on this project. The committee, however, objects to the
issuance of a final SOP for several reasons.
As noted in the draft SOP, many of the disclosures under
consideration by AcSEC are already included within a government's
comprehensive annual financial report (CAFR) . Accordingly, we
believe users of CAFRs are already being provided with the
essential information they need and additional disclosure
requirements are unnecessary. Furthermore, we are not persuaded
WASHINGTON OFFICE
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that there is a need to require that certain disclosures be moved
from the letter of transmittal and the statistical section to the
notes to the financial statements. In our view, the cost of the
increased audit coverage that would result simply cannot be
justified based on actual public-sector experience. Moreover, we
believe that the notes to the financial statements are already
excessively long and that any further lengthening of these
disclosures should be avoided, if at all possible.

We also object to the proposed requirement that disclosures cover
any information about which management can be "reasonably
expected" to have knowledge prior to the issuance of the
financial statements. Disclosure of known information is one
thing, disclosure of what "ought to have been known" is quite
another. Clearly, with the benefit of 20/20 hindsight, it will
be possible for "Monday morning quarterbacks" to argue that
management ought to have been aware of almost any conceivable
fact or situation. Moreover, a desire to "play it safe” by
making excessive disclosures could have the unintended negative
side-effect of obscuring truly significant information in a sea
of disclosures.

Perhaps most important, the committee objects in principle to the
AICPA establishing disclosure requirements. Mandatory
disclosures clearly fall within the scope of generally accepted
accounting principles (GAAP). In our view, only the Governmental
Accounting Standards Board should establish new GAAP. The role
of the AICPA on the GAAP hierarchy ought to be limited to
providing practical guidance on implementing existing GAAP.
Overall, the members agree with the concerns raised in the
minority view contained in the draft SOP. It is our belief that
the guidance contained in the SOP, as currently drafted, is too
cumbersome and too subjective to be of substantial benefit (at a
reasonable cost) to the users of governmental financial
statements.

We appreciate the opportunity to respond with our comments and
concerns regarding this ED. If you have any questions, please
feel free to call contact us at 510/494-4775 (Ms. Commons) or
407/246-2341 (Mr. Miller), or the GFOA’s Director of Technical
Services, Mr. Stephen Gauthier at 312/977-9700. Thank you.
Sincerely,

Harriet V. Commons, Chair
Subcommittee on Financial
Reporting

G. Michael Miller, Chair
Subcommittee on Businesstype Activities

SUBCOMMITTEE ON

FINANCIAL REPORTING

Harriet V. Commons, Chair

Robert B. Scott, Vice chair

Donna G. Harn
Charles H. White
Gail M. Shell-Miller

Kathryn Longfellow

Patrick F. Hardiman

SUBCOMMITTEE ON

BUSINESS-TYPE ACTIVITIES

G. Michael Miller, Chair

Elizabeth Washington, Vice chair
Kim D. Umana

Forrest K. Betche

Ronald A. Morris
Martin C. O'Shea

D.

Scott Showalter

consumers
Power
POWERING
MICHIGAN'S PROGRESS
General Offices:

212 West Michigan Avenue, Jackson. Ml 49201 • (517) 788-0550

July 29, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290 AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Consumers Power Company (Consumers) is pleased to submit the following comments
on the Proposed Statement of Position Exposure Draft, Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility. As a combination
utility, Consumers serves about 1.5 million electric customers and 1.4 million
gas customers. Consolidated assets at December 31, 1992 were approximately $6.6
billion and operating revenue for the year then ended was approximately $3
billion. Consumers is a wholly owned subsidiary of CMS Energy Corporation whose
securities are listed on the New York and the Midwest Stock Exchanges.
In Consumers' opinion, the requirement to disclose information about an entity's
financial
flexibility,
significant estimates
and vulnerability due to
concentrations are covered by existing Generally Accepted Accounting Principles
issued by the Financial Accounting Standards Board (FASB) or its predecessors and
the Securities and Exchange Commission (SEC), Regulation S-K, Management's
Discussion and Analysis (MD&A), Item 303, for public companies.
Consumers
believes that from a broad perspective the use of additional sources for guidance
is not needed for public companies. For public companies already required to
file periodic reports with the SEC, this statement of position only adds more
burdensome requirements and expands the Notes to Financial Statements to
incorporate and duplicate more forward looking information already contained in
the MD&A section of these reports. Further, Consumers is concerned that this
direction by the AICPA may reduce the due process in the standard setting
process. In our view, the FASB was established to be responsive to the needs and
viewpoints of the entire economic community with a comprehensive due process
system. Consumers believes that this type of SOP results in a departure in the
accounting standards setting process for public companies.
However, Consumers
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is very supportive of the AICPA and other organizations forming task forces to
research and advise the FASB on accounting issues. This research is invaluable
to FASB in the deliberation process of establishing accounting rules.

Consumers appreciates the opportunity to comment on the exposure draft.

Sincerely

Dennis DaPra
Vice President and Controller
Consumers Power Company

P D Hopper
Vice President, Controller
and Chief Accounting Officer
CMS Energy Corporation

CERTIFIED PUBLIC ACCOUNTANTS

P.O. Box 501
1136 East Street
Suite 2160
Fort Collins. Colorado 8O522
(303)493-5150

Thompson & Associates

CERTIFIED PUBLIC
ACCOUNTANTS

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Donald L Thompson
Steven E. Carroll
Kris Holland

Re: Exposure Draft on Proposed Statement of Position "Disclosure
of Certain Significant Risks and Uncertainties and Financial
Flexibility”.

Dear Mr. Gill
I have reviewed the exposure
comments.

draft and

submit the

following

GENERAL
Our firm deals exclusively with small privately owned businesses
and my comments deal specifically with these type of companies.

I agree with the minority view expressed in paragraph 32 of the
exposure draft. Also, I have read the letter from Judith O’Dell,
Chair of the PC'S Technical Issues Committee dated June 18, 1993
which was sent to you.
I wish to stress that I agree with that
committee's views and comments made regarding the exposure draft.

I do not object to the disclosures for nature of operations and use
of estimates in the preparation of financial statements. However,
the additional disclosures are much too burdensome on small and
privately owned businesses, that I strongly recommend that this
proposed statement of position not be applicable to these entities.
CERTAIN SIGNIFICANT ESTIMATES
The exposure draft does not adequately define what constitutes a
"significant" estimate, and therefore leaves too much subjectivity
in dealing with this. I believe that this would lead to disclosure
of many irrelevant items in order to attempt to comply with this
disclosure.
This in turn would reduce the impact of meaningful
disclosures.

Members American Institute of CPAs and Colorado Society of CPAs

CURRENT VULNERABILITY DUE TO CONCENTRATIONS

I believe that SFAS No. 105 already addresses this issue
sufficiently for small businesses. If AcSEC believes that it would
be beneficial for additional types of disclosures applicable to
small companies, I think this could be accomplished by issuing
additional, practical, realistic examples of items that could be
disclosed under SFAS No. 105. SFAS No. 105 has not been effective
long enough for all meaningful interpretations to be developed.
FINANCIAL FLEXIBILITY

This disclosure requirement is the most burdensome on small
companies.
The cost to comply with this disclosure easily
outweighs the benefits.
This disclosure attempts to provide
information that is already being obtained by users of a small
companies. Distribution of financial statements of a small company
is limited to very few users.
In fact, we often hear from our
clients, that the only ones who see their financial statements is
us, their bank, and bonding company or their major supplier. These
users have already developed their own methods of obtaining
information that they require on a company’s financial flexibility.
In fact, the information they obtain will usually be more current
than what could ever be presented in a financial statement
disclosure.

If this disclosure requirement were to be required of a small
company, we believe that they would elect to issue financial
statements that are not full disclosure financial statements, and
would only disclose selected information.
This would make the
comparability of financial statements less meaningful, and could
lead to an erosion of generally accepted accounting principles.

It is highly likely that to comply with this disclosure, companies
would have to prepare cash-flow projections only for the purpose
of conforming with this disclosure.
In paragraph B.51 of the
exposure draft, it states that "AcSEC believes that in these
situations, the benefits of useful and relevant information
provided to users of the financial statements and to the entity
itself outweigh the incremental costs." I completely disagree with
this in the context of the small business environment. Most small
businesses would not be willing to pay the additional cost. This
could easily lead to "opinion shopping" by the client.
If an
auditor insists upon a cash-flow projection and the client feels
that this is the auditor’s way of finding a way to increase the
audit fee, the client may look for another auditor that would be
willing to forego the requirement of a cash-flow projection.

Paragraph 27 shows examples of courses of action that would require
disclosure. Many of these types of action are routine for a small,
privately owned business.
The type of required disclosure for
these items would most likely be taken as a negative effect by the
users of their financial statements.
This in turn could cause
difficulty for the small business because of undue concern by the

financial statement user, and may actually result in loss of credit
or supplies. This could obviously be financially devastating to
a small business.

OTHER COMMENTS

This exposure draft seems to expose the CPA to undue vulnerability.
The disclosures for significant estimates and financial flexibility
are too easily subject to intense scrutiny based on hindsight. It
would be most difficult for a CPA to document they followed
acceptable procedures because the exposure draft does not
adequately address what is “reasonably possible” and "severe
impact." These terms would allow attorneys to much interpretation
of how they are to be used in relation to what should have been
disclosed, and CPAs will have little defense to explain that the
statements were in compliance with the disclosure, since the terms
do not allow for an objective judgement.
Sincerely,
THOMPSON & ASSOCIATES

Steven E. Carroll
Certified Public Accountant

Developmental Studies Center
2000 Embarcadero, Suite 305
Oakland, CA 94606-5300
(510) 533-0213

July 30, 1993

Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

The purpose of this letter is to express Developmental Studies Center’s (DSC) strong opposition
to rhe Accounting Standards Executive Committee's proposed Statement of Position (SOP),
Disclosure ofCertain Significant Risks and Uncertainties and Financial Flexibility.

The SOP’s requirement for entities to disclose information "of which management is reasonably
expected to have knowledge" would expand the responsibilities of financial statement issuers and
would be unduly burdensome. The scope of the proposed SOP's requirements is unlimited and
would exceed those in SFAS, 105, Disclosure ofInformation about Financial Instruments with OffBalance Sheet Risk and Financial Instruments with Concentrations of Credit Risk (AC Section F25).

The increased responsibilities of financial statement issuers and their accountants, coupled with the
need to gather additional information (particularly for the disclosures relating to an entity's
significant estimates, vulnerability to concentrations, and financial flexibility), will also entail
additional costs - and in some instances, such costs might be substantial. DSC believes such
additional costs are unwarranted.

Since no evidence has been introduced to demonstrate that the proposed disclosures are necessary,
the cost of preparing such information would greatly exceed the perceived benefits.

The scope of the requirement to disclose all risks and uncertainties of which "management is
reasonably expected to have knowledge" is so broad, subjective and onerous that we believe it will
inevitably cause confusion and invite subsequent challenges based on hindsight. Such requirements
will encourage users to have unrealistic expectations about the disclosures because issuers and their
independent accountants will actually be unable to ensure that all risks and uncertainties have been
ascertained and disclosed. This, in turn, will expose financial statement issuers and their
independent accountants to additional risks of litigation.

Thank you in advance for giving serious consideration to our concerns regarding the proposed
SOP.
Sincerely,
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Eric Schaps President
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July 30, 1993

Fredrick Gill, Senior Technical Manager
American institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, New York 10036-8775

RE:

Proposed Statement of Position (SOP)
Disclosure of Certain Significant Risks
and Uncertainties and Financial
Flexibility

Dear Mr. Gill,

As a medium sized regional accounting firm representing small co
mid-sized commercial,
industrial,
non-profit and government
organizations, we strongly oppose this proposal.
Our reasons
include the following:

1.

Increased Responsibility for Issuers

The SOP's requirement for entities to disclose information "of
which management is reasonably expected to have knowledge” would
expand the responsibilities of financial statement issuers and
would be unduly burdensome, particularly those that are privatelyowned and not subject to the SEC's Management Discussion and
Analysis (MD&A) requirements. Indeed, many such entities determine
not to "go public" because they do not wish to subject themselves
to increased disclosure requirements.
The proposal would also be burdensome for public companies, because
it goes beyond the SEC's requirements.
For one thing, MD&A
requirements are based on known trends, commitments, or events and
information "available to the registrant without undue effort or
expense", while the scope of the proposed SOP's requirement is
unlimited. In addition, the proposal goes beyond MD&A by requiring
the disclosures to be included in the basic financial statements.
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The proposed SOP also expands on certain FASB requirements.
For
example, the proposed requirements would exceed those in SFAS. ICS,
Disclosure of Information about Financial Instruments with OffBalance Sheet Risk and Financial Instruments with Concentrations of
Credit Risk (AC Section F25). Expanding the requirements of SFAS
105 before its effectiveness can even be measured is totally
unjustifiable.

The independent accountant's responsibilities would also be
increased,
because the disclosures greatly expand present
requirements to discuss such matters in the financial statements.
For example, the proposed SOP requires disclosure of "reasonably
possible" events that might affect the financial statements whether
of not there are concerns about the entity's ability to continue as
a going concern.
At present, however, Statement on Auditing
Standards No. 59, The Auditor’s Consideration of an Entity’s
Ability to Continue as a Going Concern (AU Section 341), limits the
auditor's
responsibility to determining whether
there
is
"substantial doubt" about such continuation.
2.

Unjustified Increased Costs

The increased responsibilities of financial statement issuers and
their accountants, coupled with the need to gather additional
information (particularly for the disclosures relating to an
entity's significant estimates, vulnerability to concentrations and
financial flexibility), will also entail additional costs - and in
some instances, such costs might be substantial .

Demetrius & Company believes it is unwarranted to subject American
businesses to such additional costs, particularly since no evidence
has been introduced to demonstrate that the proposed disclosures
are necessary.
For example, in our experience, users of the
financial statements of nonpublic entities have always been able to
obtain such information on request. Nevertheless, a significant
number of privately-owned and not-for-profit organization, which
generally have limited resources, would have to perform additional
procedures and incur additional costs.
Some of the requirements might entail additional costs tor all
entities, .including public companies. For example, because of the
low threshold of the "reasonable possible" criterion, entities
might have to prepare cash-flow projections specifically for the
purpose of disclosing information about financial flexibility. The
cost of preparing such information would greatly exceed the
perceived benefits.

Mr. Frederick Gill
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3.

Overly Subjective and Onerous Disclosures

The scope of the requirement to disclose all risks and
uncertainties of which ’’management is reasonably expected to have
knowledge" is so broad, subjective and onerous, that we believe it
will inevitably cause confusion and invite subsequent challenges
based on hindsight. Such requirements will encourage users to have
unrealistic expectations about the disclosures because issuers and
the independent accountants will actually be unable to ensure that
all risks and uncertainties have been ascertained and disclosed.
This, in turn, will expose financial statement issuers and their
independent accounts to additional risks of litigation.

4.

Compliance

As a firm that conducts a great many peer and quality review, it is
our opinion that the compliance level for small and medium size
organizations will be extremely low.
Sincerely,

John

A. Demetrius
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July 31,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
We have reviewed the proposed statement of position (SOP) entitled "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility". McDonald's Corporation supports the dissenting minority view on the
issuance of this proposed SOP based on the following critical issues raised:
•

Requirements proposed arc more stringent or duplicate requirements from existing generally
accepted accounting principles (GAAP) or existing SEC reporting requirements which may provide little
additional benefit to users of the financial statements. If non-public companies are exempt from this
disclosure, it would not make sense to go forward with the proposed SOP since current GAAP and SEC
requirements allow for adequate disclosure in this area for public companies.

•

Requirements proposed are so broad that potentially may develop unrealistic expectations regarding the
completeness of such disclosures exposing preparers and auditors to excessive risks.

Based upon the outline of paragraph 8 of the proposed SOP. the following are some additional thoughts
relating to the disclosures proposed:

a.

Nature of operations - The additional disclosure requirements of the SOP duplicates current
requirements for public companies pursuant to FAS No. 14 and SEC requirements for Part I of
Form 10-K. Requiring non-public companies to include in their financial statements this information
conflicts with FAS No. 21.

b.

Use of estimates in the preparation of financial statements -The management report, which
most companies include in their financial statements, and the auditor's report, generally
refer to management's best estimates and judgments utilized in preparing the financial
statements. Clearly, users of financial statements realize estimates are used in their preparation
and duplicating this in the footnotes docs little to improve their understanding.

Page Two
July 31,1993

Mr. Frederick Gill

Accounting Standards Division, File 4290

c.

Certain significant estimates - We feel the SOP requirements which supplement current GAAP
requirements of FAS No. 5 are not necessary since current disclosures arc adequate and appropriate.
Pending issues being evaluated by the FASB, such as impairment of long lived assets, should be
allowed to run their course before these SOP requirements are issued to address these issues. In addition,
APB#22 requires disclosure of significant accounting policies and method of applying those policies that are
judged by management to be most appropriate to present fairly the financial results in accordance with
GAAP.

d.

Current vulnerability due to concentrations - Many of the examples given in paragraph 24 duplicate
SEC requirements for Part I of Form 10-K. In addition, proposed disclosures, which were part of the original
Exposure Draft of FAS No. 105, exceed the requirements of the final statement for disclosing information
about significant concentrations of credit risks relating to financial instruments. The effectiveness of
FAS No. 105 should be reviewed before forcing more disclosure requirements which were left out of
the original standard.

e.

Financial flexibility - The proposed disclosure duplicates SEC requirements for public companies relating to
Management, Discussion and Analysis, as well as what probably would be more stringent requirements
if SAS No. 59 considerations relating to an entity's ability to continue as a going concern were an issue.

McDonald's Corporation appreciates the opportunity to comment on the proposed SOP. We feel the increased
responsibility for preparers and auditors of financial statements, as well as the duplication of some disclosures may
not justify the additional burden or cost of providing the proposed disclosures.

Please feel free to contact us if we can be of any further assistance to you on this project.

Sincerely,

Michael D. Richard
Assistant Vice President and Controller

MDR/klj

National Association

of

Federal Credit Unions

P.O. Box 3769 Washington, DC 20007
(703)522-4770
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Frederick Gill
Senior Technical Manager

Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of Americas
New York, NY 10036-8775
Dear Mr. Gill:

The National Association of Federal Credit Unions (NAFCU) is pleased to submit the
following comments regarding the exposure draft of the Proposed Statement of Position (SOP),
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility".
NAFCU is the only trade association which exclusively represents the interests of our nation’s
federal credit unions.
In general, NAFCU agrees with the minority view found in paragraph 32 which exhibits
the burdensome effect of the proposed SOP on issuing financial statements and performing audits
with no benefit to the entity or intended user.

NAFCU concurs with AcSEC, as described in your letter dated March 31,1993, that some
entities should be excluded from the scope of the SOP. We believe that Credit Unions should be
excluded. The exclusion is based on the unique cooperative nature of credit unions which is
comprised of a membership base. Credit unions are not considered a "public" entity and are not
accountable to the public at large, but only to its members. The member’s funds are federally
insured and, therefore, the members use the disclosures for general informational purposes only
as opposed to making financial investing decisions.

NAFCU appreciates this opportunity to comment on AICPA’s Proposed Statement ofPosition "Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility".
Please do not hesitate to contact me if we can be of further assistance.
Sincerely,

Kenneth L. Robinson

President

280 Corporate Center
85 Livingston Avenue, Roseland. New Jersey 07068-1785
(201) 994-6666 / (212) 490-7700 / FAX (201) 994-0337

— — Rothstein, Kass & Company, P.C

July 30, 1993

Frederick Gill, Senior Technical Manager

Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas

New York, New York 10036-8775

Re:

Exposure Draft Proposed Statement of Position
"Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility"

Dear Mr. Gill:

We have reviewed the subject exposure draft and our comments therein are discussed below.

General Comments
Our response is directed at the five areas of disclosure considered in the ED which would apply

to all reporting business enterprises - -

1)

The nature of their operations

2)

Use of estimates in the preparation of financial statements

3)

Certain significant estimates

4)

Current vulnerability due to concentrations

5)

Financial flexibility

Roseland.
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New Jersey

New York. New York

Specific Comments
Nature of Operations and Certain Significant Estimates
We agree with AcSEC that the first two disclosures (nature of operations and use of estimates

in the preparation of financial statements) are not controversial, and in fact, result in meaningful
disclosure.

We do believe, however, that the nature of operations is already addressed in the

accounting literature (i.e. Par. 48 of SFAS No. 105 - Disclosure of Information about Financial

Instruments with Off-Balance-Sheet Risk and Financial Instruments with Concentrations of Credit
Risk).

Regarding the third and fourth disclosures, we believe that the "reasonably possible" criteria is

too vague and subjective to provide preparers (not to mention their auditors) with sufficient
guidance to determine when a particular event is reasonably possible and requires disclosure.
It seems to us that the SFAS No. 5 definition of reasonably possible - more than remote but less

than likely - is too all encompassing, and would confuse or mislead the user community. For

example, consider a construction contractor.

Is it meaningful for a contractor to state - in a

footnote - that it is reasonably possible that a change in estimated gross profit could occur and

have significant impact on the Company’s operations? It is interesting to note that even publicly
traded companies are not required to provide disclosure using a "reasonably possible" criteria

in filings with the SEC.

For instance,

Regulation S-K requires registrants to identify known

trends, commitments, events, or expected material changes regarding a company’s liquidity,
capital resources and results of operations. Notice the certainty of those requirements.

Current Vulnerability Due to Concentrations
The proposed SOP would require any concentration existing at the date of the financial

statements that makes the enterprise vulnerable to risk be disclosed, based on the "reasonably
possible" criteria. We repeat our earlier comment regarding the subjectivity and vagueness of

such a criteria.

In addition, we note that current accounting literature requires the disclosure of information
about economic dependency when such disclosure may be necessary for a fair presentation.

(Paragraph 9, SFAS No. 14, Suspension of the Reporting of Earnings per Share and Segment
Information by Nonpublic Enterprises). We believe such disclosure to be adequate to alert users

to concerns over vulnerability due to concentrations, without the need for additional standards.

Rothstein, Kass & Company

Barnett Banks, Inc.
50 North Laura Street
10th Floor

Jacksonville, FL

32202-3664

July 29, 1993
Mr. Frederick Gill
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

Exposure Draft - File 4290
Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

Dear Mr. Gill:
Barnett Banks, Inc. (Barnett) has considered the above exposure draft
as it pertains to our organization's ability to implement the proposed
statement, the cost to implement, and the effects of such a proposal on
our financial statements and financial statement users. Barnett is the
largest bank holding company in Florida and owns 13 national banks and
20 state member banks.
In the exposure draft, AcSEC requests comment on whether some reporting
entities should be excluded from the scope of the statement of position
(SOP) based on cost/benefit considerations. The cost to comply with the
proposed disclosures is extremely difficult to quantify at this time,
but is expected to be exorbitant in light of the unlimited amount of
information management would be expected to have knowledge of and on
which disclosure criteria is evaluated. Barnett also believes the
cost/benefit issue applies to all entities, even public enterprises
because the SOP's disclosure criteria is much broader than that of SEC
Regulation S-K, Item 303 and because statements made in MD&A are not
examined and attested to by external auditors.

The cost to gather and analyze limitless information and possibly even
defend the evaluation process and disclosure content would be extremely
burdensome. But whatever the cost, Barnett does not believe much
benefit is derived from a disclosure that could mislead financial
statement users into thinking that the risk of a severe impact is
imminent when in fact it is not (or, if no disclosure is made, that
the risk of a severe impact does not exist when in fact it may).
Barnett does not believe the size of an entity's total assets or
revenues or an entity's shareholder base is particularly relevant in
determining whether an entity should be subject to this SOP.
Investors/creditors are involved with entities of all sizes, publicly
held or not, for profit or not, private or governmental, and also
entrust management with investment dollars in numerous forms of debt and
equity securities and credit extensions. If the broad range of risks
and uncertainties in this SOP is determined to be relevant and
beneficial enough to be disclosed, then Barnett believes this SOP should
apply to all entities so that no financial statement user, including

Financial Flexibility

This proposed disclosure is geared toward a company’s ability to address cash flow problems.

We believe, as do other practitioners we spoke with, that this proposal is in essence an early
warning of a possible going concern issue. We do not support the financial flexibility disclosure

proposals because:

1)

We repeat our earlier comment regarding the subjectivity and vagueness of the

"reasonably possible" criteria.

2)

Management already has a responsibility to provide a very lengthy disclosure of the

attendant circumstances, mitigating factors, plans, etc. relating to going concern
considerations.

3)

Future

cash

flow

issues

are

prospective

in

nature,

amply

discussed

in

the

professional literature (i.e. Financial Forecasts and Projections Section-Professional

Standards-AT 200) and not part of the historical nature of GAAP financial reporting.

The litigious society, and more recently, the attention companies and their auditors have given

loss contingencies stemming from environmental issues suggest that the reasonably possibly

criteria of FAS 5 is unworkable. Perhaps a complete overhaul of FAS 5 is a project whose time
has come.

Very truly yours,

Raymond M. Temple,

Director of Audit and Accounting

RMT:pa

Rothstein, Kass & Compan

current and potential investors/creditors, is denied access to such
disclosure information.

Barnett is not opposed to the first two disclosures, Nature of
Operations and Use of Estimates in the Preparation of Financial
Statements. However, Barnett opposes disclosure of Certain Significant
Estimates, Current Vulnerability Due to Concentrations, and Financial
Flexibility because of the criteria used to evaluate the need to
disclose:
.information available prior to issuance of the financial
statements..." Barnett believes the word "information" is too broad
and should be clarified. The SOP gives no qualitative guidelines on
which to base risk evaluations—is an article in Newsweek appropriate
information on which management should base its evaluation? Or
quantitative guidelines—is one article in Newsweek plus two from the
Wall Street Journal enough? We wonder if all information must be
documented and validated--should similar rumors from a variety of
sources qualify as information worthy of evaluation? We wonder how
external auditors will examine and attest to undocumented or unvalidated
information used by management to evaluate the need for disclosure. We
also are concerned that financial statement users will not assess the
quality and quantity of information used to evaluate the need for
disclosure by management and external auditors similarly. And if they
don't, we wonder what the consequences will be if an undisclosed
material change in an estimate or severe impact due to a concentration
occurred in the near term which adversely affected the income statement.
.information...of which management is reasonably expected to
have knowledge." This statement is confusing and leaves us wondering
who will determine what information management is reasonably expected to
have knowledge of—external auditors, regulators, investors, creditors,
other financial statement users, the courts? Financial statement
preparers and users probably would not share the same expectations of
what information management should know. We also wonder what
"reasonably expect" means. If we analogize using the term "reasonably
possible” which means greater than remote chance, then evaluations
should be based on information of which management is more than
remotely, but less than likely, expected to have knowledge.

Because "information" and others' "reasonable expectations" are
limitless, it is difficult to know where to begin to narrow the scope
and content of this SOP. Unfortunately, any entity required to comply
with this SOP will likely incur unending costs to capture all the
information required to be evaluated in light of others' expectations.
Barnett believes that whatever disclosures result from the
implementation of this SOP they will lessen financial statement
comparability and reliability because of the breadth and subjectivity
of the evaluation process.
For all of these reasons, Barnett recommends that this exposure draft
not be approved unless "information" is objectively defined and is
limited to management's knowledge thereof. We appreciate the
opportunity to respond to the exposure draft and welcome any questions
or discussion of our comments.

Sincerely,

Lynne Gilmore
Accounting Policies Manager
(904) 791-7798
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Exposure Draft on Proposed Statement of Position
"Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility"

Dear Mr. Gill:

ASSOCIATED
ACCOUNTING
FIRMS
INTERNATIONAL

The New Mexico Society of Certified Public Accountants, Financial Reporting
Committee respectfully submits comments on the above referenced exposure draft.
As a committee, we feel that generally the SOP should not be adopted as
proposed. Based on conclusions, support of which we will discuss later in this
letter, we feel the SOP in some cases is redundant for public companies and is
inappropriate for nonpublic enterprises.

The five areas of disclosure of the SOP: nature of operations, use of estimates in
the preparation of financial statements, certain significant estimates, current
vulnerability due to concentrations, and financial flexibility are discussed below.

Nature of operations
Information required to be disclosed by this section appears to be redundant for
public companies because they must meet stringent SEC requirements. Both
nonpublic and public companies are already making certain disclosures under
FASB 105.
Financial statement users such as creditors, particularly in the
nonpublic enterprises, are in many cases already aware of the particulars of a
company. Most of the nonpubiic companies that committee members have dealt
with in their practices operate in only one industry. Governmental entities and notfor-profit organizations are in most cases already presenting this information in one
form or another.
TELEPHONE (505) 843-6492 FACSIMILE (505) 843-6817
707 BROADWAY N.E., SUITE 400 ALBUQUERQUE. NM 87102 / P.O. BOX 25246, ALBUQUERQUE. NM 87125
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Use of estimates in the preparation of financial statements
The wording presented in the illustrative disclosure at paragraph A.15 appears reasonable.
The information, however, is implied knowledge as described in the Concepts Statements
which assume the premise that the user has reasonable sophistication related to business
and financial matters and thus the disclosure is not necessarily required.

Certain significant estimates
An estimate or allowance account implies by its very nature that it is subject to change.
Knowledgeable users in evaluating financial statements would be aware that a risk exists that
an estimate may change. The SOP criteria for disclosure which both must be met, are: it is
at least reasonably possible that the estimate will change in the near term and that the effect
of the change would be material to the financial statements. In accounting practice, at the
balance sheet date certain factors exist and after that date subsequent events are reviewed
to determine their effect on the financial statements. It would seem that beyond those
subsequent events, comes predicting the future or forecasting or projecting. The standards
as currently established seem to address estimates along with the rest of the financial
statement line items. Certain disclosures are already required, such as estimated lives of
depreciable assets. Adding the layer of a nebulous "reasonably possible" in the wording as
presented is detrimental and does not serve to clarify. The fact that the disclosures per
paragraph 17 "should describe the potential near-term effects on the financial statements of
particular estimates at the date of the financial statements" gives rise to predicting the future,
which is outside the scope of the auditor or accountant. At the compilation and review levels
of service, the accountant often provides the computations of estimates and where possible
will suggest adjustment accordingly as a result of definite events.

Current vulnerability due to concentrations

FASB 105 includes some disclosures related to this area. The current SOP is nebulous and
leaves much to the judgement of the accountant or auditor. Given that only hindsight is 20-20
what needs to be disclosed is not known until after issuance. This particular disclosure, the
prior one, and the succeeding one of financial flexibility look like lawsuits waiting to happen.
So much judgement is involved, without the SOP defining set percentages of evaluation, that
the.onus is placed on the accountant or auditor to "know all." It would seem to be a matter
of time under the use of this SOP for an entity or industry to fail and a particular disclosure
not having been made, the accountant auditor being sued. The wording is not specific
enough to prevent this. It is easily foreseeable that an expert witness accountant/auditor
would reach different conclusions based on after the fact "judgement."
For smaller businesses, disclosures of concentrations could significantly hinder their
bargaining power with major vendors or customers. This information would be proprietary
in nature in the sense that specific concentration disclosures for smaller firms would be easily
identifiable to readers who are made aware of limited suppliers, customers, etc. For example
a company who leases remote store locations might be required under these disclosures,
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to describe the leasing arrangement and locations in greater detail than required by current
guidelines. This would put them at a disadvantage in negotiating future leases with current
or new lessors.

For smaller businesses, disclosures of concentrations could significantly hinder their
bargaining power with major vendors or customers. This information would be proprietary
in nature in the sense that specific concentration disclosures for smaller firms would be easily
identifiable to readers who are made aware of limited suppliers, customers, etc. For example
a company who leases remote store locations might be required under these disclosures,
to describe the leasing arrangement and locations in greater detail than required by current
guidelines. This would put them at a disadvantage in negotiating future leases with current
or new lessors.
In compilations and reviews the gathering of information for these requirements would not be
as routine as in an audit where a greater level of understanding and knowledge of the client
exists.

We stress that if it is felt that this particular disclosure as well as the next must be included
then more definitive terms need to be developed, and preferably would include percentage
guidance and more specific wording.
Financial flexibility

The concept of what would be included in developing this disclosure is ill-defined. We
already have the concept of going concern and it would seem that adding a separate
structure of cash flow prediction doesn’t augment the current disclosures. Given the SOP
wording the accountant'auditor is somewhat placed in the position of developing a forecast
or a projection, without the clear cut support of the SOP definitions. Auditing these numbers
would be impossible. This area of the SOP would have to be clarified. The cost of this
particular exercise for small compilations and reviews does not outweigh the benefit. The
nature of many of the small businesses is that they have tightly stretched cash flows and that
they have working relationships with their bankers and other creditors.
Other small
businesses receive cash inflows from owners when the need arises. Certain industries or
newly formed enterprises may not have the predictability factor in determining cash flow that
other companies possess. Examples include not-for-profit and governmental entities and
construction industry clients.

An overall consideration of the implementation of the disclosures is cost. The SOP indicates
that it would apply to compilations, reviews, and audits.
For nonpublic enterprises,
particularly in the compilation and review levels of service, the cost benefit would seem
questionable. For smaller not-for-profit entities, the cost factor would be prohibitive, given
small staffs and the need to control administrative expenses. A vast number of these
engagements are for very small companies who are well known by the users of the financial
statements, such as bankers or vendors. Furthermore, our committee believes that auditors
should not by their disclosures usurp the judgement of bankers and investors.
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We would also like to address the SOP scope paragraph 3 which states that "This SOP
applies to all entities that prepare financial statements in conformity with ...GAAP." It would
seem appropriate for this paragraph to be modified to address OCBOA presentations
applicability, so as not to mislead the reader that they are not required. In existing guidance
it is suggested "when the financial statements contain items that are the same as, or similar
to, those in financial statements prepared in conformity with generally accepted accounting
principles, similar informative disclosures are appropriate" AU623.10. To prevent future
confusion in the event that portions of the SOP are adopted the scope paragraph should be
clarified.

Thank you for the opportunity to respond and submit comments on the exposure draft. If you
have questions regarding any of the comments or suggestions please don’t hesitate to
contact the society office which will forward such correspondence to our committee.
Sincerely,

Barbara A.Lewis, Chair
Financial Reporting Committee
New Mexico Society of
Certified Public Accountants
BAL:map
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GrantThornton
Accountants and
Management Consultants

Mr. Frederick Gill
Senior Technical Manager

The US. Member Firm of
Grant Thornton International

Accounting Standards Division

File Reference 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY

Re:

10036-8775

Proposed Statement of Position - "Disclosure of Certain Significant

Risks and Uncertainties and Financial Flexibility"

Dear Mr. Gill:

Grant Thornton is strongly opposed to this Proposed Statement of Position
and urges that it not be adopted.

In summary, we believe that financial statement users would not benefit,
because they either (as in the case of private companies) have access to the

information

they

need,

or

because

the

great

subjectivity

of

the

proposed

"concentration" and "financial flexibility" requirements will lead to confusion and
unfulfilled expectations.

Moreover, the broad scope of the proposal's requirements

will tend to encourage "boiler plate" listings of all possible adverse future events as
a means of deflecting criticism that users were not sufficiently warned.

The end

result would not enhance financial statement quality or meaningfully contribute to

user understanding,

but

would

unquestionably increase the responsibilities of

financial statement issuers, and in many cases, unjustifiably increase costs.

We

also

believe

that

the

proposed

SOP

would

conflict

with

and

inappropriately preempt the conclusions of the Special Committee on Financial
Reporting.

A more detailed discussion of our concerns follows:

gill/s:grover

1.

Increased Responsibility for Issuers and Accountants

The

SOP’s

requirement

for

entities

to

disclose

information

"of

which

management is reasonably expected to have knowledge" would unduly expand the

responsibilities of financial statement issuers and would be unduly burdensome,

particularly to entities that are privately-owned

and not subject to the SEC's

Management Discussion and Analysis (MD&A) requirements.
companies

decide

"go

not to

public"

because

Indeed, many such

they do not

to

wish

subject

themselves to increased disclosure requirements.

The proposal would also be burdensome for public companies, because it
For one thing, MD&A requirements are

goes beyond the SEC's requirements.

based on known trends, commitments, or events and information "available to the
registrant without undue effort or expense," while the scope of the proposed SOP's

requirements is unlimited.

In addition,

the

proposal goes beyond

MD&A by

requiring the disclosures to be included in the basic financial statements.
The

proposed

SOP

also

expands

on

FASB

certain

requirements.

For

example, the proposed requirements would exceed those in SFAS 105, Disclosure
of Information about Financial Instruments
Financial Instruments

with

Concentrations

with

Off-Balance

of Credit Risk

Sheet Risk and

(AC

Section

F25).

Expanding the requirements of SFAS 105 before its effectiveness can even be
measured is totally unjustifiable.
The

accountant's

independent

because the disclosures

responsibilities

would

also

be

increased,

greatly expand present requirements to discuss such

matters in the financial statements.
For example, the proposed SOP requires
disclosure of "reasonably possible" future events that might affect the financial

statements, whether or not there are concerns about the entity's ability to continue
as a going concern.
59,

At present, however, Statement on Auditing Standards No.

The Auditor's Consideration of an Entity's Ability to Continue as a Going

Concern

(AU

Section

341),

limits the

auditor's

responsibility

determining

to

whether there is "substantial doubt" about such continuation.

2.

Unjustified Increased Costs
The

increased

responsibilities

of

financial

statement

issuers

and

their

accountants, coupled with the need to gather additional information (particularly for

the

disclosures

relating

to

an

entity's

significant

estimates,

vulnerability

to

concentrations and financial flexibility), will also entail additional costs - and in
some instances, such costs might be substantial.

Grant Thornton believes it is unwarranted to subject American businesses to

such

additional costs,

particularly since

no

evidence

has been

introduced

to

demonstrate that the proposed disclosures are necessary.
For example, in our
experience, users of the financial statements of nonpublic entities have always

been able to obtain such information on request.
Page 2

Nevertheless,

a significant

number of privately-owned and not-for-profit organizations, which generally have

limited resources, would have to perform additional procedures and incur additional

costs.
Some of the requirements might entail additional costs for all
including public companies.

"reasonably

possible"

entities,

For example, because of the low threshold of the

criterion,

entities

might

have

to

prepare

cash-flow

projections, under varying assumptions, for the purpose of disclosing information
The
cost of preparing such information would greatly exceed the perceived benefits.
about "reasonably possible" events which might affect financial flexibility.

The requirements would be most burdensome for smaller companies (both

privately and publicly held) since the threshold of significance for such entities

would be relatively low, and the range of possible risks and uncertainties that could
have a "severe impact" is practically unlimited.

3.

Overly Subjective and Onerous Disclosures

The scope of the requirement to disclose all risks and uncertainties of which
"management is reasonably expected to have knowledge", in combination with
terms such as "severe impact" and "reasonably possible", is far too ambiguous,
subjective and onerous. We believe this will inevitably cause confusion and invite
subsequent challenges based on hindsight. Such requirements will encourage users
to have unrealistic expectations about the disclosures because issuers and their

independent

accountants will

actually be unable to ensure that all risks and

uncertainties have been ascertained and disclosed.

This, in turn, will expose

financial statement issuers and their independent accountants to additional risks of

litigation.
This litigation exposure will probably cause issuers and practitioners to "over
disclose" and lead to the proliferation of "boiler plate" disclosures, further eroding

the credibility of financial statements.

4.

Flawed Examples
In addition to the foregoing conceptual flaws, or perhaps because of them,

many of the example disclosures in Appendix A have fact patterns that are so
contrived that they only add confusion.

For example, although the example in A.81

- .83 was included to prevent the need to disclose the expiration of union
contracts, the effect will be precisely the opposite. Unless preparers can meet the
rather extreme conditions of the example, entities may choose disclosure rather

than risk criticism should some work stoppage occur. In addition, we doubt that
even the most far-sighted financial executive could foresee the extreme time
periods involved in some of the more prolonged work stoppages.
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cite this item solely as an example. We will submit to you under
separate cover specific comments dealing with flaws in the SOP's language and
examples.
We

5.

Conflict with the Recommendations of the Special Committee on Financial
Reporting

We
believe the proposed SOP would conflict with the planned
recommendation of the Special Committee on Financial Reporting (The Jenkins
Committee). The Special Committee has indicated they plan to recommend a new
comprehensive reporting package which will include a discussion of risks,
uncertainties and opportunities. This discussion, because of its forward looking
emphasis, would not be part of the basic financial statements. (CPAs may be
asked to "report" on this information, but present indications are that the form of
reporting would be similar to the reporting on prospective financial information.)
The Special Committee has also reported that users responding to their survey
made it clear that they do not want these disclosures reported upon by CPAs
because they believe it would limit the openness of the discussion. (The same view
was expressed by the SEC when it adopted the MD&A requirements.) The Special
Committee expects its preliminary report will be available by the end of 1993 and
we believe it inappropriate to preempt such report by issuing this SOP.

Who then would benefit from adoption of this proposal? Proponents say it
would provide financial statement users with more meaningful and relevant
information, and by so doing, help ease the legal liability crisis impacting accounting
firms. These are surely worthwhile objectives, but adoption of this proposal would
not accomplish them. To the contrary, we believe that, as previously discussed,
the proposal would not provide meaningful additional information for financial
statement users, and would impose significant additional responsibilities and costs
on the issuers of financial statements.
Moreover, the subjectivity of the
requirements would actually worsen the liability problems of preparers and
accountants.
We again urge that the proposed SOP not be issued.

Grant Thornton

Howard Groveman
National Director of Accounting and Auditing
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Shell Oil Company
One Shell Plaza
P. 0. Box 2463
Houston, Texas 77252

M. F. Sullivan

Controller

July 29, 1993

Mr. Frederick R. Gill
Senior Technical Manager
Accounting Standards
American Institute of
Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
Subject:

File Reference No. 4290

Shell Oil Company is pleased to have the opportunity to
comment on the AICPA's March 31, 1993 proposed Statement of
Position (SOP) on "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility."

Before offering more specific comments on the proposed
SOP, we would like to voice our overall concerns with the thrust of
this project.
•

First, as an SEC registrant, we have seen the SEC's
Management Discussion and Analysis (MD&A) rules
evolve over the past decade from specific require
ments that tended to yield boilerplate disclosures
to a system that produces more useful information
for investors.
Management is charged with making
disclosures that meet the objectives set out in the
SEC's rules; namely, to provide investors with
useful information about a registrant's financial
condition, changes in financial condition, and
results of operations.
The SEC has wisely
permitted such disclosures to appear outside the
audited financial statements which not only has
contributed significantly to keeping boilerplate to
a minimum but also acknowledges the softness
inherent in forward-looking disclosures called for
in the MD&A.
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Several
years
ago,
after
first
proposing
significant rule changes, the SEC decided that
improvements
in disclosures
would be better
achieved by working with registrants rather than
publishing more rules. As a result of that effort,
there
has
been
considerable
improvement
in
disclosures over the past several years. In fact,
other than AcSEC's proposal, there is no effort
underway to revise the SEC's existing rules.
It is against this background that we have
evaluated the proposed SOP, and we are greatly
concerned with those proposals that would (a) go
beyond what
the
SEC
presently requires
of
registrants, and (b) require that information
proposed in the SOP be included in the audited
financial statements. Of particular concern is the
SOP's requirement for management to disclose
information "of which management is reasonably
expected to have knowledge", which is a significant
departure from the SEC's requirement to disclose
information that is ". . . available to the
registrant without undue expense or effort."
We
believe that requiring the inclusion of such
information in the audited financial statements
lends itself to boilerplate disclosure and would
not be cost-beneficial.

Furthermore, we completely reject the SOP's clear
implication that the SEC's present disclosure
requirements are inadequate to keep investors fully
informed, and that the SEC has been wrong all these
years by not requiring that MD&A disclosures be
included in the audited financial statements.

The proposed SOP correctly points out that "This
SOP does not and cannot alter the requirements of
any FASB . . . pronouncement", and more specifi
cally states that the SOP does not change or
conflict with requirements of FASB 5.

However, it is very troubling to learn that, as set
forth in Paragraph 5, disclosure requirements in
the SOP ".
in many circumstances are similar to
or overlap the disclosure requirements in certain
. . . FASB pronouncements such as FASB 5, . . .
FASB 105, and . . . FASB 14. Also, the disclosure
requirements supplement requirements of other
authoritative pronouncements and will be met, or
partly met,
by compliance
with
such
other
pronouncements.
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Moreover, the SOP proposes to supplement the
requirements of FASB 5 which are, in effect, de
facto amendments.
Such amendments to existing
standards should be undertaken by the FASB and
subjected to its full due process, not AcSEC's. We
think proposing such changes goes beyond AcSEC's
role in the financial reporting process, which can
be summarized as follows:

(a)

To provide leverage to the FASB involving
narrow industry issues

(b)

To update AICPA guidance that
developed before establishment of
FASB

(c)

To address issues where there has been no
previous guidance from either the FASB or
SEC

was
the

As was the case with the SEC's disclosure rules, we
are concerned that AcSEC would take a position
that, in effect, says to the FASB that "FASB 5 or
other Statements are all right as far as they go,
but you didn't go far enough and we will fix them
for you."

Of equal concern is the proposal to adopt "reason
ably possible" as the criteria for disclosure.
Such an approach would significantly broaden the
disclosure arena because almost any circumstance
can be viewed as reasonably possible. Such a broad
requirement would, in our view, significantly
detract
from
the
usefulness
of
financial
statements, and increase exposure to litigation.
Moreover, it opens the door for litigants to second
guess managements on what management should have
known.
Finally, it appears that AcSEC may have unwittingly
proceeded from a preconceived notion that there
were improvements needed in both the audited and
unaudited disclosures of non-registrants, to a
foregone conclusion that everyone, including SEC
registrants, has to disclose more. Any change of
this magnitude triggers significant additional
costs
which,
in
these
days
of
corporate
restructuring, downsizing, and reengineering, must
pass the strictest type of cost-benefit test. We
are unaware of any real demand for changes of the
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magnitude proposed;
certainly among the many
companies with whom we have discussed this SOP,
there has not been a single instance where
financial analysts have called for changes of this
magnitude.
Instead, it seems to be more a case of
accountants talking to accountants.
In fact, the
AIMR's recent report on Financial Reporting in the
1990's and Beyond exemplifies this point inasmuch
as it does not call for the broad changes in
financial reporting that the SOP would require.
Our specific comments are as follows:

Nature of Operations

We believe this proposal has merit provided the
information is presented outside the audited financial statements
and that it should apply only to companies that are not SEC
registrants since this information is specifically called for under
SEC Regulation S-K, Item 101.
Indeed, we are puzzled as to why
AcSEC felt it necessary to address such reporting by SEC
registrants, since it has been working smoothly and has not been
called into question.
Use of Estimates in the Preparation
of Financial Statements
This requirement will do little more than add unnecessary
boilerplate, and will do nothing to add to the credibility or
understanding of the financial report.
The auditor's report
currently addresses this matter sufficiently.
It includes a
statement that the "audit includes .... assessing the accounting
principles used and significant estimates made by management . . . "

Certain Significant Estimates
This disclosure requirement is premised on determining
what reasonably possible events might take place in the next year
that could cause a material change in the financial statements.
More specifically, what events, even if it is unlikely they will
occur, could materially affect the financial statements. The SOP
points out that is "always considered reasonably possible that a
customer . . . will be lost." we hasten to add that it is at least
reasonably possible, albeit unlikely, that an infinite number of
events could materially affect the financial statements.
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The comments in Paragraph 30 notwithstanding, such a
requirement is likely to cause managements to develop boilerplate
comments that would, as much as anything else, be useful in dealing
with the potential for litigation, which most certainly will
increase.
It is strictly in the eye of the beholder as to which
reasonably possible events management should have been "reasonably
expected to have knowledge."
Moreover, the proposal that this
information be audited would create additional possibilities for
litigation against auditors.

This proposal depends significantly on the supplemental
information suggested for FASB 5. We believe that FASB 5 is one of
the best standards ever produced by the FASB, and if there is a
problem, it is in the application of the standard by certain
companies and their auditors.
In such a case, a better solution
would be to tighten the application of existing rules, not write
additional rules; much as the SEC has done with the MD&A over the
past several years.
In any event, if FASB 5 needs modification,
this should, as noted earlier, take place at the FASB and through
the Board's full due process.
Current Vulnerability Due to Concentrations

We believe that existing guidance from the FASB and SEC,
namely FASB Statements 30 and 105, and Regulation S-K, Item 101
obviate the need for this requirement.
Even though the use of
"severe impact" as the disclosure criteria would establish a higher
threshold than materiality, it would add substantially more
complexity to the already subjective judgments required to forecast
future events, their outcomes and effect on the entity.
Again,
proper application of FASB 5 (coupled with the SEC's requirements
in the case of registrants) should yield adequate disclosures
related to vulnerabilities due to concentrations.
The proposal
calls for preparers to disclose, and auditors to audit, an endless
multitude of "what if" scenarios even if they are "unlikely" to
happen under the "reasonably possible" criteria. We fail to see
how this can possibly result in cost-effectively adding value to an
already highly complex, voluminous, and costly financial reporting
process.
Paragraph
22
introduces
further
complexity
and
uncertainty in evaluating events.
It states that "such a
conclusion is not a prediction with a specified probability . . . "
This seems to conflict with the "reasonably possible" criteria that
would connote the minimum range of probabilities that have to be
evaluated.
These requirements would again place heavy economic
burdens on business entities, particularly nonpublic entities, to
comply, as well as additional audit fees. We also have concerns
that these disclosures may require proprietary information that
would put business at a competitive disadvantage by revealing
sensitive information.
At a minimum, some exception should be
provided in those cases where management has reasonable cause to
believe such information is proprietary.
MK319601
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Financial Flexibility
We believe that this requirement is adequately covered by
the SEC's current MD&A disclosure requirements for liquidity and
capital resources.
Also, FASB 5 requires disclosures on the
financial flexibility of businesses that may not be able to meet
their cash obligations. SAS No. 59, The Auditor's Consideration of
an Entity's Ability to Continue as a Going Concern, already
requires the auditor to test many of the attributes affecting
financial flexibility when substantial doubt about an entity's
ability to continue as a going concern exists. The effect of this
proposal would be to require the auditor to perform such tests in
all audits in order to determine whether or not an entity will need
to incur new debt or renew existing debt within the near-term. The
costs of the auditor providing reasonable assurance that the
requirements of the SOP are being met will be significant and we
seriously question the cost/benefit of such a requirement.

Summary

We have been strong supporters of AcSEC's unique role in
the financial reporting process. As mentioned above, this role has
been to provide leverage to the FASB involving narrow industry
issues, update AICPA guidance that was developed before establish
ment of the FASB, and to address issues where there has been no
previous guidance from either the FASB or SEC.

We believe the proposed SOP falls outside the appropriate
scope for AcSEC and suggest the following course of action:
•

AcSEC should review the comment letters, and
summarize its findings in the form of an Issues
Summary which should be forwarded to the FASB for
their handling.
It is obvious that some members on AcSEC believe
that the FASB and SEC have not gone far enough and
that additional guidance is needed.
We believe
that it should-be the FASB's or SEC's decision as .
to whether this view is correct, and that it would
be inappropriate for AcSEC to issue new rules in an
area where the FASB and SEC have already staked out
their position.
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Scott W. Hatfield, CPA
P. O. Box 820392
Dallas, TX 75382-0392

July 28, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, FILE 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

Exposure Draft dated March 31, 1993
Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility

Dear Mr. Gill and Committee Members:
I have studied the exposure draft on the above mentioned topic and has the following observations and
comments:

Nature of Operations disclosure
As a generic practice, I have established a "standard" disclosure as an introduction to the Notes
to the Financial Statements discussing the client, their principal operations and the state and date
of incorporation. I have also found this type of disclosure to be utilized by a number of other
local, regional and national firms. Therefore, this disclosure is currently being provided for in
practice and is not necessary to be codified into the accounting literature. Further justification
for this position is that the user of the financial information presented in the financial statements
and notes thereto is inherently and ultimately responsible for understanding the entity being
examined and is responsible for all actions and decisions that the user undertakes as a result of
his/her reliance upon the information provided. It is nonsensical to saddle the independent
accountant with the responsibility, through association with the financial statements, of teaching
a financial statement user what a company does. That responsibility is clearly that of the user
and management and should in no way be attached to the independent accountant via an
accompanying audit opinion, review report or compilation letter. Let us keep foremost in mind
that the financial statements and accompanying footnotes are the property of management and,
therefore, are their training tools for the respective users of the statements.

Significant accounting estimates
Accounting estimates are an inherent part of every account listed on the Balance Sheet and,
accordingly, the Statement of Income/Operations. From determining if and when an outstanding
check will be lost in the banking system and never presented for payment, therefore causing a
reversal against the original expense or to miscellaneous income, to the determination of
estimated useful lives of property, plant and equipment, to the determination
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If AcSEC is unwilling to proceed as above, and as
more fully discussed earlier in our letter, we
suggest the following course of action:

•

Change the threshold from
possible" to "probable".

•

Eliminate the requirement that any new
information must be included in the
audited financial statements.

"reasonably

Finally, AcSEC requested comments on whether some
reporting entities should be excluded from the scope of the SOP or
from certain of its disclosure requirements. We are very familiar
with the arguments on both sides of this question.
However, we
continue to believe that if a non-registrant concludes that it is
necessary to obtain a "good housekeeping seal of approval" in the
form of a clean audit opinion rather than a compilation or review,
then they should comply with the same rules as everyone else. In
response to the argument that lenders, etc., do not need all of the
information proposed in the SOP, we suggest that companies provide
whatever is needed in the form of a compilation or review.
We would be pleased to answer any questions AcSEC may
have on our views.

Very truly yours,

M.
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Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, FILE 4290
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of the "useful" life of organization/start-up costs and goodwill to the likelihood of potential
discounts to be negotiated on trade accounts payable and notes payable to the vesting and
likelihood of payment for accrued vacations and OPEB’s. This proposed statement infringes upon
existing disclosure rules whereby disclosures are to be "complete and accurate" as to inform the
reader of the financial statements and avoid any omission which may be misleading, confusing
or misleading. The existing disclosure requirements of Section AU 410.02 states "The term
’generally accepted accounting principles’ as used in reporting standards is construed to include
not only accounting principles and practices but also the methods of applying them." This
proposed standard appears to overlay the inability of users of financial information to understand
the data presented (and accept the responsibility thereto) to the point of infringing upon
management’s ability to tailor their accounting estimates to best suit their business cycles and
their overall control environment attitude towards financial reporting. Every business operation
is unique by itself; and at the same time, similar, but not identical, to its peers and should be
allowed the flexibility and understanding accompanying that uniqueness. Accordingly, the Notes
to Financial Statements note discussing the Summary of Significant Accounting Policies should
already be addressing all significant accounting estimates, the rationale for their selection and
implementation rendering this portion of this proposed statement redundant to existing standards.
The effort to place both management and the independent accountant in a position of adding
additional creditability to the estimates through the specific highlighting of the estimates used in
a separate footnote area demonstrates the profession’s inability to educate the users of financial
information where true responsibility points lie as those responsibilities relate to the originators
and users of the information. In situations (predominately compilation engagements) where
certain disclosures are omitted, consideration should be given to a further modification of the
standard report language for compilation and review services whereby language similar to the
standard auditor’s report (AU 508.08(f.)(2)) could be included to specifically address
management’s responsibility for the financial statements and the use of accounting principles and
estimates.

Vulnerability due to Concentrations
SFAS 105 began the profession on a trail of disclosing significant concentrations of credit risk
in financial instruments, customers and their geographic proximity to the client’s operations.
Further, SFAS 14, in Paragraph 39, requires disclosure of customers contributing 10% or more
of total revenues from sales. SFAS 21, Paragraph 9, enforces the point of economic dependence
disclosure "when such disclosure may be necessary for a fair presentation" and further
crossreferenced to then in-force Section AU 335.05 as follows "An entity may be economically
dependent on one or more parties with which it transacts a significant volume of business....
Disclosure of economic dependency may, however, be necessary for a fair presentation of
financial position, results of operations, or changes in financial position in conformity with
generally accepted accounting principles." This thought process remained intact with the adoption
of SAS 45 (Section AU 334) and the language in Paragraph 6, "... that transactions with related
parties may have been motivated ... by conditions similar to the following:... d. Dependence on
a single or relatively few products, customers or transactions for continuing success of the
venture ...." Again, the Task Force is being redundant with respect to existing literature.
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Further, as mentioned earlier, it is the inherent responsibility of the user of the financial
statements to understand the business entity, the nature of the business being conducted, the
natural risks associated with "doing business" in the entity’s marketplace and the general nature
of the economic business segment that the entity is conducting business in. For the profession
to further impose responsibility for and association with information of this type on independent
accountants is not a sound business decision nor a valid risk management effort on the part of the
profession.

Financial flexibility
Prior to the issuance of SAS 59, the use of a "going concern" opinion frequently created a self
fulfilling prophesy whereby any supplier, lender or customer that received a copy of a financial
statement containing such report language and footnote discussion generally ceased selling to the
entity, severely restricted credit availability or sought other product sources. This usually directly
caused the entity to fail and validated the accentuated "going concern" issue. Paragraph 3c. of
AU 341 addresses the issue of "reasonable doubt" and the requisite disclosure. This paragraph
concludes with "If the auditor concludes that reasonable doubt does not exist, he should consider
the need for disclosure." This clearly states and gives guidance to the fact that even if the
independent auditor/accountant’s report is not modified for "reasonable doubt" and "going
concern"; then, at least, consideration must be given to footnote disclosure similar in form and
context to management’s discussion of pertinent going concern issues accompanying the financial
statements. Due to the inherent risk of conducting business, this type of footnote disclosure will
become mandatory in virtually every financial statement issued by virtually every business
reporting in the United States. Again, lets reiterate the theme that the user of the financial
statements must understand the entity’s business, current economic trends and developments and
overall economic operating climates, as well as be responsible for his/her actions related to
reliance placed upon and use of management’s financial statements.

Placement of Disclosures and
Range of Risks and Uncertainties
The only applicable placement of disclosures of this type, to satisfy, all of the "witch huntersseeking deep pockets to compensate for their lack of accepting responsibility for their own
decisions and actions" would be to mandate the placement of this information as the initial
discussion in the Notes to the Financial Statements. The insaneness of this proposed disclosure
for an average mainstream business reporting in the United States would create a footnote
introduction similar to the following:
Acme Corporation (Company) was incorporated in the State of Accounting
Confusion in January 1960. The Company produces 15 sizes of small widgets
and sells the same to a broad base (more than 50) of customers located within the
Southeastern region of the United States for their use in their manufacturing
processes. In the normal course of business, the Company extends unsecured
credit to its customers in order to make any sales at all and keep the doors open
and 15 people gainfully employed.
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Accordingly, management has identified that they might not get paid as an
acceptable business risk and has provided an allowance for doubtful accounts
which reflects its opinion of amounts which will eventually become uncollectible.
In the event of complete non-performance by the Company’s customers, the
maximum exposure to the Company is the outstanding accounts receivable
balance at the date of non-performance.

Additionally, management has used estimates in the areas of inventory valuation,
useful lives of property and equipment (without regard to statutory lives provided
in the Internal Revenue Code of 1986), property taxes to be paid in the next year
based on assets we own now (as defined by our inane state and local property tax
codes and their reporting requirements), accrued vacations and other employee
benefits which we may or may not have to pay based on how long we can stay
in business and how long our highly mobile work force decides to keep showing
up on Monday mornings. These and any other minor estimates in our financial
statements are an inclusive and inherent component of management’s philosophy
regarding fair and accurate financial reporting. Should you disagree, we
recommend that the user of this financial information invest or loan funds
elsewhere or take a number and stand in line for future 20/20 hindsight litigation
related to your current decisions and actions.
The Company does not provide any post-retirement benefits and does not have
a pension plan. Accordingly, the Company recognizes that this omission of
benefits may impair its ability to attract and retain key personnel. The Company
does not require any special materials in its production process or general
corporate operations and anticipates that it always will be able to purchase raw
materials and paper clips from various sources throughout the world.

The Company continues to be profitable; however, there are no guarantees that
profitability will continue nor is there any assurance that the Company will be
able to fund any future operating deficits. Management believes that the
Company will generate positive cash flows in 1993 from revenues of its operating
subsidiaries and further believes that operating deficits, if any, can be eliminated
by raising additional capital through public and private placements of common
stock and/or debt financing secured by the assets of the Company, if the financial
institution segment of the economy is permitted by the regulatory environment
to extend the Company credit. As a last resort, management may decide to seek
protection under Chapter 11 of the United States Bankruptcy Code (as many of
our competitors have done). The financial statements accompanying these notes
do not include any adjustments to reflect the possible future effects on the
recoverability and classification of assets or the amounts and classification of
liabilities which may result from the possible inability of the Company to

continue as a going concern.

NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ....
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By exaggerated example, this proposed statement does not fill any useful purpose to add to the
overall validity and creditability to the financial reporting process. This is an apparent "knee
jerk" reaction by the accounting profession to external pressures that simply do not understand
where the responsibility points should exist for business and investment decisions. If in fact an
early warning system needs to exist, the current system of periodic reporting for public
companies and financial institution requirements for nonpublic companies should be more than
adequate. It is time for the accounting profession to shove the responsibility back on the financial
statement user and make said user responsible for their own decisions.
General
Management’s responsibility for financial statements and fairness of financial reporting is defined
at the very outset of the professional literature in Section AU 110.02. Further literature directs
the independent accountant to utilize professional skepticism (AU 316.17) as "Management
integrity is important...." and to evaluate the system of internal accounting control (AU 319.09)
by considering "Management’s philosophy and style.... The control environment reflects the
overall attitude, awareness, and actions of the board of directors, management, owners and others
concerning the importance of control and its emphasis in the entity."
The base point in this discussion is that accounting principles are written in a manner to allow
management some flexibility in their application in order to have fair presentation of financial
data unique to their company; comparable, but not identical, to their peer group and other similar
businesses. This proposed standard is an attempt to promulgate requirements which will allow
analysts and investors to have the leverage to disallow any flexibility and uniqueness in financial
reporting regardless of the entity’s business, nature of operations or management philosophy.
It further attaches the accounting profession to the accuracy and reliability of the information and
subjects the profession to undue responsibility and renumeration in the event of poor judgement
and decisions on the part of the persons/entities using the financial information.

Further, this proposed standard does not address the practical considerations of implementation.
Outside of the Fortune 1000 companies, there is either not adequate competent talent within
entities or adequate time for the competent talent that exists to develop, monitor and maintain the
information necessary to comply with these proposed requirements. Accordingly, as with so
many other accounting related issues, management will direct the independent accountant to "Do
it for me and I'll sign your representation letter. Just do what you have to and make the bank
happy." At what point in the financial reporting process does the extension of procedures and
development of information on behalf of management begin to invalidate both the appearance of
and factual independence on the part of the "independent" accountant. How many more
requirements can the profession heap upon itself without the support, understanding and
implementation of management (whose responsibility vests in the financial information) and still
maintain the "mental attitude" of independence as discussed in AU 220.01-.07; much less the
overall appearance of independence to the ultimate users of the financial information?

MCGLADREY&PULLEN
Certified Public Accountants and Consultants

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, N.Y.

10036-8775

Dear Mr. Gill:

We are pleased to respond to the March 31, 1993 Exposure Draft of the proposed Statement of

Position (SOP), Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility.
Our Firm is STRONGLY OPPOSED to the issuance of this SOP. The principal reasons for our
opposition to the issuance of this SOP are as follows:

The requirement to disclose all risks and uncertainties about which management is

reasonably expected to be knowledgeable is extremely broad.

Consequently, the SOP

will not be uniformally applied by financial statement preparers.
The disclosure requirements, particularly those about certain significant estimates, current
vulnerability due to concentrations and financial flexibility, appear to us to be too

subjective to be workable.
The disclosures will place a reporting burden on many enterprises, particularly those that

are smaller and privately-owned, that we do not believe is justified.

Historical financial statements report the effects of events and transactions that have
occurred. Those financial statements cannot, and should not, be used to communicate
the potential effects of events and transactions that are reasonably possible to occur.
Financial statement users are likely to place undue reliance on the completeness of those

disclosures to supplant their own due diligence procedures and inquiries in making

lending and investment decisions.
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Gentlemen, it is time for the profession’s time, money and efforts to be expended in the areas of public
education about our processes and responsibility levels. The pertinent items discussed in this proposed
statement already exist in the literature. This point was raised at a recent AICPA session attended by two
members of AcSEC and the response was "Yes, these items are already in the literature; but, some feel
that by putting everything in one place and emphasizing them then more professionals will follow them
because there is not good compliance with the existing literature." If members of the profession are being
identified as not complying with existing professional standards and literature requirements, then why
should additional literature be implemented? It seems much more logical to eradicate the problem
children from the exposed universe. If one portion of a being is diseased, is it more logical to treat or
remove the diseased portion rather than subject the entire body to unnecessary, and sometimes harsh,
immunization?
Let us, as a profession, adopt the position iterated by the line of Professor Kingsfield in the movie The
as he called the main character to the front of the class in a first year law course, "Young
man, here is a dime. Go call your mother and tell her that you aren’t going to be a lawyer." The
AICPA and related State Boards of Public Accountancy should take the same tact with professionals that
choose to not learn or ignore promulgated professional standards and say "You can’t/won’t follow the
rules; therefore, you can no longer be a CPA!" instead of writing additional standards.
Paper Chase

Respectfully submitted,

Scott W. Hatfield, CPA

SWH/

Signet Banking Corporation

7 North Eighth Street
PO Box 25970
Richmond VA 23260
804-771-7499

D S Norris

Executive Vice President
and Controller

SIG\ET

July 27, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

This letter is submitted in response to the American
Institute of Certified Public Accountants' request for
comments on the Exposure Draft (ED), "Disclosure of Certain
Significant Risks and Uncertainties and Financial
Flexibility”. Signet Banking Corporation appreciates the
opportunity to comment on the Proposed Statement of Position
(SOP). Signet is a multi-state bank holding company
headquartered in Richmond, Virginia with assets of $12
billion.
The ED is primarily concerned with five new disclosures.
Signet has provided an overall comment on the ED, as well
as, specific comments for your consideration in response to
each proposed disclosure requirement.

Signet generally opposes the ED for the following reasons:
As a bank holding company registered with the
Securities and Exchange Commission (SEC), Signet is
required to disclose a variation of many of the
proposed disclosures. Therefore, the ED would add
redundant and confusing information to the financial
statements.

-

The first objective of financial reporting is to
provide information to present and potential investors
and others that is useful in making rational investment
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If the Accounting Standards Division perseveres with this SOP, we could support disclosures

about the nature of operations and use of estimates in the preparation of financial statements,

even though the latter disclosure will most likely be a "boilerplate" disclosure by all reporting
enterprises. There are no conditions under which our Firm can support required disclosures
about certain significant estimates, current vulnerability due to concentrations and financial
flexibility. We are unaware of any compelling reason to extend disclosures beyond that already

required by existing generally accepted accounting principles with respect to those disclosures
mentioned in the preceding sentence.

We would be pleased to respond to questions from members of the Accounting Standards
Executive Committee or the Risks and Uncertainties Task Force about our response to the

proposed SOP.
Such questions should be directed to either M. Sabry Heakal, National
Coordinator of Audit and Accounting, or Ray L. Krause, Director of Accounting and Reporting.
Sincerely,

McGladrey & Pullen

decisions. Providing all users with all the
information they think they need is not a realistic aim
of financial statements specifically or of financial
reporting generally. The proposed requirements are
basically extensions of existing requirements of
various authoritative accounting bodies and do not add
relevant information to those existing rules and
regulations.

The proposed requirements would increase audit costs
due to the placement of the disclosures in the audited
financial statements.
The proposed requirements should not be mandated but
recommended for publicly held financial institutions.
The proposed requirements and our comments are detailed as
follows:
Nature of Operations

The SEC currently requires the disclosure of information
about an enterprise's operations, including principal
markets under Item 101 of Regulation S-K. Moving this
information to the audited financial statements would not
add to the usefulness of annual reports of publicly held
entities. It would only add audit costs to the preparers of
the financial statements.

Proposed additions to FASB Statement No. 14 are also
discussed in the ED (e.g. the disclosure of domestic segment
information). These issues are currently being addressed by
the Financial Accounting Standards Boards' (FASB),
"Reporting Disaggregated Information by Business
Enterprises”, Invitation to Comment. This comprehensive
study addresses many segment related issues. We recommend
waiting on the findings of this study before adding to
existing segment disclosure requirements. Regardless of the
FASB findings we support the exclusion of SEC registrants
from this portion of the proposed SOP.
Use of Estimates in the Preparation of Financial Statements
Management's explicit disclosure of the use of estimates and
assumptions in the preparation of financial statements is
redundant based on current requirements and therefore
provides no incremental benefit to financial statement
users.

APB Opinion No. 22, requires ’’disclosure of accounting
policies that identify and describe the accounting
principles followed by the reporting entity and the methods

of applying those principles that materially affect the
determination of financial position, changes in financial
position, or results of operations.
In general, the
disclosure should encompass important judgements as to
appropriateness of principles relating to recognition of
revenue and allocation of asset costs to current and future
periods".
Currently, generally accepted accounting
principles require the disclosure of the use of estimates in
the preparation of financial statements.
Also, SAS No. 58 requires auditors to state in their audit
opinions that estimates have been used in the preparation of
the financial statements.

As can be seen by the above examples, there is sufficient
disclosure by entities such as Signet discussing the use of
estimates in the preparation of financial statements.
We do
not feel that a requirement mandating the use of certain
wording is necessary.
Therefore, we support the exclusion
of SEC registrants from this portion of the proposed SOP.

Certain Significant Estimates
The disclosure of "certain significant estimates" does not
add relevant information to the current contingency
requirements of FASB Statement No. 5.
The proposal requires
disclosures of gains or losses when it is at least
reasonably possible that estimates will change in the near
term and that the effect of the change will be material to
the financial statements.

The lack of distinction in FASB Statement No. 5 between
near-term and long-term contingencies is irrelevant.
The
disclosure of a material contingency is sufficient
information for financial statement users.
If the near-term
impact is severe enough for user's needs, other mandated
disclosures would focus on the impact.
Auditors would
discuss a going concern problem in their audit opinion and
the management of SEC registrants would need to discuss any
near-term liquidity problems (see financial flexibility
discussion below).
Therefore, we support the exclusion of
all registrants from this portion of the proposed SOP.

Current Vulnerability Due to Concentrations
For financial institutes registered with the SEC, there are
already sufficient disclosures required from FASB Statement
Nos. 14 and 105 relating to concentrations of operations.
Signet is currently required to make disclosures about
significant concentrations of credit risk via FASB Statement
No. 105.
Before the proposed disclosures related to
concentrations of market and liquidity risks are required,

the impact of FASB Statement No. 105 should be evaluated.
We also, per FASB Statement No. 14, are required to disclose
information about major customers.
And finally, FDIC
insurance coverage and legal lending limits would prevent
large concentrations of deposits and loans from individual
customers in an institute the size of Signet.
Therefore, we
support the exclusion of SEC registrants and financial
institutions from this portion of the proposed SOP.

Financial Flexibility
Financial flexibility is essentially an entity's ability to
carry out its plans and objectives in the normal course of
business.
The required disclosure of how an entity will
fund its operations if financial flexibility is hindered may
put it at a competitive disadvantage.
If an entity's near-term liquidity weakened severely enough
for disclosure, the auditors would be required, under SAS
No. 59, to disclose in their opinion going concern issues.
This would be notice to users of financial statements that
an entity has financial flexibility concerns.
Also, Item 303 of Regulation S-K requires SEC registrants to
identify any matters which will have a material (favorable
or unfavorable) impact on the registrant's liquidity.
If an
unfavorable impact is noted, the steps the registrant has
taken or proposes to take to remedy the problem shall be
described.
Generally, the discussion should include both
long-term and short-term needs.
Moving this information to
the audited financial statements would not add to the
usefulness of annual reports of publicly held entities.

Based on the above discussions, we support the exclusion of
this portion from the proposed SOP.

We appreciate the opportunity to make these comments and
will closely follow subsequent activity on this issue.

Sincerely,

David S. Norris
Executive Vice President
and Controller
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July 28, 1993
Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Mr. Gill:

Thank you for the opportunity to comment on the proposed Statement of Posi
tion "Disclosure of Certain Significant Rinks and Uncertainties and Finan
cial Flexibility".
Comments included in this letter focus primarily on
disclosures related to certain significant estimates and financial flexi
bility.
Certain Significant Estimates

Paragraph 12 requires disclosure of the potential near-term effect on the
financial statements if there is at least a reasonable possibility that a
significant estimate will change in the near-term. We believe these re
quirements are inappropriate based on the following:
1.

The criteria of "reasonably possible" (more than remote but less
than likely) is far too broad for purposes of this disclosure.
As noted in paragraph 32(b), this criteria does not provide an
objective basis for the development of reliable information, and
judgments made by management based on this criteria could easily
be challenged based on hindsight.

2.

Disclosures made pursuant to SFAS 5 and the MD&A requirements of
the SEC provide sufficient information for the reader to reach a
conclusion about whether or not there is a reasonable possibility
that the estimate will change in the near-term. The reader is
also able to conclude, based on information already disclosed,
the likely near-term effect on the financial statements. Under
these circumstances, disclosure as proposed by the SOP does not
appear to add value.

DOW CORNING CORPORATION, MIDLAND. MICHIGAN 48686-0994

TELEPHONE 517 496
*4000

3.

Paragraph 17 encourages, but does not required, disclosure of the
factors that cause the estimate to be sensitive to material
change. We agree with the AcSEC's concerns that this information
might be considered proprietary or confidential.
Consider, for
example, material litigation.
Disclosure of the factors that
cause the estimate to be sensitive to material change, such as
the factors considered in establishing a reserve methodology, may
be detrimental to the entity during settlement negotiations or
during trial.
In fact, even if the factors are not disclosed,
the disclosure that it is reasonably possible that the estimate
will change in the near-term is the equivalent of making a public
statement (to plaintiffs and others) that management believes
that there is more than a remote possibility that the ultimate
outcome could exceed the estimate by a material amount.
This
public statement could be very detrimental to the entity.

Financial Flexibility

Paragraph 26 requires disclosure of management's expected course of action
when it is determined that it is at least reasonably possible that the
entity will not have the ability over the near-term to pay its expected
cash outflows without taking certain actions, such as borrowing or
liquidating assets. We believe these requirements are inappropriate based
on the following:
1.

This disclosure requires the preparation of a detailed cash flow
forecast. The complexities involved in preparing a cash flow
forecast for this purpose, as well as the subjectivity associated
with making a determination based on the criteria "reasonably
possible" are particularly burdensome. This requirement extends
far beyond any existing pronouncement and in our view the costs
would outweigh the benefits.

2.

Paragraph 27 requires disclosure for financing activities that
are conducted in the normal course of business.
Examples of
these include borrowing from banks, reducing costs, and inventory
reductions.
We do not believe that the renders would receive any
benefit from disclosure of anticipated financing activities that
are conducted in the normal course of business.

3.

A disclosure of this nature forces management to speculate on
specific courses of action.
Subsequent actions different from
those originally disclosed are likely to be challenged by the
readers of the financial statements, even though the action taken
was the prudent choice.
This process would be unproductive,
particularly where the actions contemplated and the actions taken
are both within the normal course of business.
In other cases,
public speculation may tend to drive the ultimate action taken,
even though it may not be the most prudent choice.

Scope of the SOP
It is our understanding that the scope of the SOP will be further consid
ered after the exposure period.
We support the criteria for exclusion
listed in the letter preceding the SOP, particularly exclusion for entities
which are not entrusted with public monies.

We appreciate this opportunity to express our views.

Sincerely,

Mark Q.
Mark A. Bachman, CPA
AICPA Member 205377
Manager of External Reporting
Corporate Accounting

cc:

G. P. Callaghan

93211MID0243

Merrill Lynch & Co. Inc.
World Financial Center
South Tower
New York, New York 10080-6107
212 236 1000

Merrill Lynch

Corporate Reporting

July 23, 1993

American Institute of Certified Public
Accountants
1211 Avenue of the Americas
New York, NY 10036
Attn:

Frederick Gill
Senior Technical Manager
Accounting Standards Division

Re:

Disclosure of Certain
Significant Risks and
Uncertainties
and
Financial Flexibility
File No. 4290

Dear Mr. Gill,

We are pleased to have this opportunity to express our views on the
proposed Statement of Position, "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility." The following
discussion summarizes our position and the basis for this position
on the proposed disclosure requirements of this SOP.
We oppose the proposed Statement of Position due to the
subjectivity involved in determining the appropriate disclosures,
the increased responsibility for preparers and independent
accountants, the disproportionate cost/benefit of the disclosures
(especially considering current disclosure guidance and the
objectives of financial reporting) and the potential competitive
disadvantage arising from disclosure of proprietary/confidential
information.
The subjective terminology used in establishing the SOP's criteria
opens up a diversified financial institution like Merrill Lynch to
potentially endless disclosures that would require a tremendous
amount of judgment and cost to accumulate, evaluate and audit.
Particularly, the term "reasonably possible", as used in paragraphs
10, 12, and 20 is much too broad a term to use when dealing with
the
ambiguous
concepts
of
"estimate",
"vulnerability",
"uncertainty", "risk" and "flexibility".
Subjectivity is also
involved in determining 1) the "relative" importance of "major"

products, services and locations (paragraph 10), 2) the potential
materiality of the effect of using a different estimate (paragraph
16) , 3) qualification as a "routine" vs. nonroutine estimate
(paragraph 19) and; 4) what qualifies as a "severe near-term
impact".

Aside from the onerous burden imposed by the subjective disclosure
criteria, there is a high level of judgment and discretion that
remains with the individual company. This will potentially lead to
a considerable amount of incomparability among financial statements
as well as create unrealistic user expectations regarding their
completeness and certainty.
Considering the cost burden placed on small as well as large sized
firms, we do not see a commensurate benefit associated with this
SOP since we believe that current disclosure requirements
(financial statement and Management's Discussion and Analysis for
public entities) are sufficient. Examples of current guidance that
sufficiently address the SOP's concerns include, but are not
limited to:
1)
SFAS 14, "Financial Reporting for Segments of a Business
Enterprise", which requires disclosure of disaggregated information
about the enterprise's operations in different industries, its
foreign operations and export sales, and its major customers.
2) SFAS 5, "Accounting for Contingencies", which requires accrual
for loss contingencies that are probable and reasonably estimable
and at least disclosure if it is at least reasonably possible that
a loss may have been incurred.

3)
SFAS 107, "Disclosures about Fair Value of Financial
Instruments", which requires the disclosure of the method(s) and
significant assumptions used to estimate the fair value of
financial instruments.

4)
SFAS 105,
"Disclosure of Information about Financial
Instruments with Off-Balance-Sheet Risk and Financial Instruments
with Concentrations of Credit Risk", which requires disclosure of
information about significant concentrations of credit risk from an
individual counterparty or groups of counterparties for all
financial instruments.
5) SAS 50, "The Auditor's Consideration of an Entity's Ability to
Continue as a Going Concern", which requires the auditor's
assessment of whether there is substantial doubt about the entity's
ability to continue as a going concern for a reasonable period of
time,
considering circumstances that might mitigate that
substantial doubt.
By extending disclosure requirements beyond those required by
current guidance, this SOP disregards FASB Statement of Concepts 1,
"Objectives of Financial Reporting" which states that Financial
Reporting should provide information that is "comprehensible to

those who have a reasonable understanding of business and economic
activities and are willing to study the information with reasonable
diligence."
It also states that "the role of financial reporting
in the economy is to provide information that is useful in making
business and economic decisions, not to determine what those
decisions would be."
The Concept Statement also notes that "the
information provided by financial reporting largely reflects the
financial effects of transactions and events that have already
happened...users of the information need to assess the possible or
probable impact of factors that may cause change and form their own
expectations about the future and its relation to the past".

Financial statements require adequate disclosure to make them
meaningful to users.
However, as this information becomes more
subjective and less quantitative,
it increases the financial
statement preparers' and independent accountants' responsibility
for user decisions.
It also increases the potential for
inappropriate influence over user decisions.
Preparers and
independent accountants should not be responsible for determining
or even "foreseeing" and then "faithfully representing" every
"potentially", "reasonably possible" event, uncertainty, risk,
variable, etc. that exists as of a point in time.
As dictated by Concept Statement 1, preparers and independent
accountants have to rely on the user's reasonable understanding of
the judgments and variability inherent in financial reporting and
the potential effects of business and economic activities in making
their own decisions based on currently required disclosures,
without all the editorial speculation proposed by the SOP.

Finally, we believe that adopting this SOP could put companies,
particularly those in dynamic business environments (i.e. the
financial services industry), at a competitive disadvantage as a
result
of
meeting
its
incremental
disclosure
requirements.
Examples could include future financing plans, product detail,
investment/trading strategies, customer/client base information,
etc.
In conclusion, we hope the Division finds our comments and
recommendations useful when considering the issue further. Should
you have any further questions, please contact either William
Torpey at (212) 236-9470 or me.

Frank T. Vayda
Director of Corporate Reporting

WELLS FARGO & COMPANY

FRANK A. MOESLEIN
Executive Vice President
and Controller

343 Sansome Street
San Francisco. CA 94163

July 30, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

File Reference No. 4290
"Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility"

Wells Fargo & Company (Wells Fargo) is a bank holding company and parent of Wells Fargo

Bank, N.A. We appreciate the opportunity to comment on the AICPA’s Exposure Draft of the
Proposed Statement of Position Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility.
We agree with the general premise that an entity should provide adequate information for
financial statement users to understand the business and economic environment in which the

entity is operating so that they may assess the risks and uncertainties that the entity faces and
its financial flexibility. However, we do not believe that these disclosures should be in the

audited notes to the financial statements, nor should an entity be subject to requirements that are
so broad in scope. The current disclosures made throughout the Form 10-K (including those
made in the Management’s Discussion & Analysis (MD&A)) are more than adequate for

providing analysts with the potential risks and uncertainties the entity faces. Consequently, we
do not believe this SOP is necessary.
We are generally supportive of the type of disclosures requested in the *nature of operations
*

portion of the SOP. The information provides value to readers in terms of understanding an
entity’s operations and the environment in which it operates. However, the requirement is
redundant with current SEC Regulation S-K requirements. There is little, if any, value added
by including such disclosure in the audited footnotes to the financial statements.
We do not object to the requested disclosure regarding the *use of estimates,
*
but we do not see
any value to the requirement. Given a basic understanding of GAAP and the nature of an

entity’s operations, it should already be obvious to an informed reader that the entity uses
estimates in its financial statements.

Frederick Gill
July 30, 1993
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The most significant objection we have to the SOP is related to the final three disclosure
requirements: "certain significant estimates;" "current vulnerability due to concentrations" and
"financial flexibility."

Our main objection to these requirements is that they are too broad in

scope to provide an objective basis for determining what should be disclosed. We are troubled
by the fact that the requirements are so subjective that financial statement users could question

an entity’s compliance based upon information that only becomes clear in hindsight.
For certain significant estimates applicable to a financial institution, such as the allowance for

loan losses, the fair value of foreclosed assets and interest rate risk, it is almost always

reasonably possible that the estimate will change in the near term. However, the magnitude of

such changes is heavily influenced by future events that are outside the control of the institution
and are not easily determinable or quantifiable (as to whether they are material) until they occur.

Changes in the appraised value of real estate, the changing effects of economic conditions on
borrowers’ cash flows, demands of the regulators, fluctuations in interest rates and other
variables have a great influence on an institution’s estimates, but often it is difficult for anyone

to assess the impact these factors will have.

Wells Fargo already discloses throughout the Form 10-K which significant items are based on
estimates and the basis for such estimates. Such disclosures can be found in the footnotes

(especially the Summary of Significant Accounting Policies), MD&A and in other portions of
the Form 10-K. Additionally, Wells Fargo provides forward looking disclosures in the MD&A.
These disclosures provide management’s current expectations about the future for significant
component’s of Wells Fargo’s financial statements.
We believe that the aforementioned
disclosures adequately inform the reader about significant estimates and do not believe an
additional burden should be placed on Wells Fargo or its auditors to make judgments about what
needs to be disclosed about the future based on the proposed and highly subjective information.

Similarly, we do not believe that it is appropriate to expand on the "concentration of credit risk"
requirements of FAS 105. Due to the subjectivity of the proposed requirements, it is unlikely
that concentrations would be consistently evaluated throughout the industry nor from industry
to industry. The evaluation would be costly and the results would still be subject to question.
We believe that the proposed financial flexibility disclosures may be appropriate to include with
the liquidity MD&A as required by Regulation S-K section 229.303 (Item 303)(a)(l)&(2).

However, we do not believe such forward looking analysis should be required in the audited

footnotes to the financial statements. It should also be made clear that a financial institution may
decide to take certain actions in the future (e.g., issue debt, reduce costs, reduce dividends, etc.)
for reasons other than an inability to pay expected cash outflows.
In summary, we are concerned with the high degree of subjectivity included in this SOP. The
appropriateness of the proposed disclosures is too dependent on judgments about the possible

Frederick Gill
July 30, 1993
Page 3

impact of unknown future events.

Due to the number of variables that could be considered,

consistency in implementation throughout an industry and from industry to industry is unlikely.
Companies and their independent auditors may be exposed to unwarranted costs (higher
operating costs to analyze data, higher audit fees and potential litigation) without much

improvement in the quality of the information already provided.

Reporting entities and their

auditors should not be expected to bear the responsibility and cost of attempting to comply with
something so broad in scope unless a strong enough argument can be made that the benefit is

commensurate with the cost. Alternatively, such mandated subjective disclosures will lead to
boilerplate discussions to avoid second-guessing that any benefit derived from this proposed
requirement would be highly questionable at best.
For the reasons stated above, we suggest that this SOP not be issued.

In the attachment to this letter, we have provided additional comments that are specific to certain
of the numbered paragraphs in the exposure draft.

Thank you for considering our comments.

Sincerely,

Attachment

fam\soprisk

ATTACHMENT - SUPPLEMENTAL COMMENTS

All paragraph references are to those items as numbered in the Exposure Draft (ED).
Item 8 dictates that the disclosures related to this SOP be made in the notes to the financial

statements. As will be addressed in further detail when discussing the various disclosure
items, we are uncomfortable with the fact that such disclosures need to be included in the
audited notes to the financial statements rather than in other parts of the Form 10-K. Due to
the subjectivity of the information, audit costs would needlessly increase.
if mandated, are more appropriately addressed in MD&A.

Such disclosures,

Item 10 (Nature of Operations) requires a description of a company’s major services or
products that it provides or sells and its principal markets, including the locations of those
markets. A general comment as to the nature of a company’s business would be valuable
since the public does not always understand the extent of a company’s operations or know in

what geographic markets it is competing.
However, this disclosure requirement is somewhat redundant with Regulation S-K section
229.101 (Item 101).

Item 11 (Use of Estimates in the Financial Statements) requires an explanation that the
preparation of financial statements in conformity with GAAP requires the use of

management’s estimates. Such disclosure should not be necessary since the reader should
already be aware of the use of estimates if the reader has a basic understanding of GAAP and
the nature of a company’s operations. Furthermore, the accounting policy footnote already

discloses the use of estimates for significant balance sheet items.

Item 12 (Certain Significant Estimates) requires a discussion of significant estimates in the
notes to financial statements when the following two criteria are met:
■

It is at least reasonably possible that the estimate will change in the near term.

■

The effect of the change would be material to the financial statements.

For a financial institution, the most significant estimates relate to the allowance for loan
losses, various intangible balances, foreclosed assets and interest rate risk. It is "reasonably

possible" that most of the institution’s significant estimates, especially the allowance for loan
losses and interest rate risk, could change in any particular subsequent period. However,

quantifying the magnitude of such future changes is extremely difficult since the changes are
highly dependent on elements that are outside of the control of the institution. For example,

the level of the allowance for loan losses could change based on the effect of changes in
general economic conditions on the cash flows of its borrowers, the appraised values of
collateral or influences by a financial institution’s regulators. Wells Fargo already provides
forward looking disclosures in the MD&A for significant financial statement items. We
believe these statements, analyzed along with other applicable disclosures, provide an

adequate basis for readers to draw their own conclusions as to what may happen in the
future.

Item 13 notes that the evaluations for the "certain significant estimates" disclosure should be
based on information available prior to the issuance of the financial statements and of which
management is reasonably expected to have knowledge. We agree with this statement but
are concerned that the assessment of what management should have been expected to know

may be inflated once events become clear in hindsight.
Item 20 (Current Vulnerability Due to Concentrations) requires disclosure of any
concentration existing at the date of the financial statements that makes the enterprise

vulnerable to risk of a near-term severe impact when it is at least reasonably possible that the

events that could cause the near-term severe impact will occur. The definition of a
concentration is extremely subjective and appears unlimited in scope. Accordingly, the
potential cost of complying with such a requirement could be excessive in terms of operating
costs, audit fees and litigation in relation to the value that the disclosures may add. Item 22

hints at the possible complexity by noting that the potential effects associated with the
concentration could result from more than one event.

Furthermore, it is still not clear whether disclosures related to FAS 105’s required disclosure
of concentrations of credit risks are being consistently applied or are providing a substantive

value to readers.
Item 26 (Financial Flexibility) requires that the notes to financial statements include a
discussion of management’s expected course of action when it is determined that it is at least

reasonably possible that the entity will not have the ability over the near term to pay its
expected cash outflows without taking certain actions. This requirement is redundant with
liquidity MD&A disclosures made in response to Regulation S-K section 229.303 (Item
303)(a)(l)&(2).

As noted in item 29, the disclosures of certain significant estimates, current vulnerability due
to concentrations and financial flexibility require considerable judgment. Accordingly,
consistency among different companies will likely be low, which, in turn, decreases the value

added by such disclosure.
Although item 30 states that assessments should not be found to be in error simply by future
events, assessments made in error will undoubtedly be unfairly scrutinized.

fam\soprisk

WISS & COMPANY
Certified Public Accountants

September 11,1992

Albert F. Goll, Technical Manager
Accounting Standards Executive Committee
AICPA
1211 Avenue of the Americas
New York, NY 10036

Re:

Proposed SOP - Disclosure of Risks
and Uncertainties and Financial
Flexibility

Dear Al:

In scanning the 7/2/92 draft SOP, it seemed to me that an appropriate
additional disclosure in this regard would include something to the effect that:
The financial statements have been prepared solely for use by general
creditors and stockholders of the Company to update them on the
Company’s financial progress. Use for transactions subsequent to the
most recent balance sheet should recognize that the balance sheet does
not represent market values for such purposes as a sale of the business,
new issuances or redemptions of securities, etc. and such differences
may be material."

Accountants liability to third parties in several states has been expanded to
foreseeable third party reliants. In New Jersey, the court in the landmark case
of Rosenbaum V, Adler held:

"When the independent auditor furnishes an opinion with no limitation in
the certificate as to whom the company may disseminate the financial
statements, he has a duty to all those whom that auditor should
reasonably foresee as recipients from the company of the statements
for its proper business purposes, provided that the recipients rely on the
statements pursuant to those business purposes."
By educating users that use, especially for major transactions which result in a
"new basis of accounting", is not contemplated (under the going concern
concept), hopefully, improved user understanding from this notice would
mitigate lawsuits against CPAs. Perhaps this might be better done with highly
standardized language that, under the going concern concept, precise
valuation of assets and liabilities is not attempted, but rather reasonable
amounts, under the historical cost concept, to measure an entity's progress.

354 EISENHOWER PARKWAY, LIVINGSTON, N.J. 07039 • (201) 994-9400/(212) 285-9453/FAX (201) 992-676i

Albert F. Goll
September 11,1992
Page 2

This could also serve to alert users where less than substantial doubt about
continued existence is present and the entity ultimately does not survive.
I would be pleased to discuss this more fully with you.

EOC:mly

CC:

Ed O'Connell
Partner in Charge - SEC Practice
and Managing Partner

Dan Guy

Dear Dan:

The Auditing Standards Board should similarly address this issue and consider
restrictive use type language in all audit reports to known third party reliants.

w

WISS&COMRANY
Certified Public Account

July 15, 1993

Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N. Y. 10036-8775

Dear Mr. Gill;

We are a small lumber manufacturing company, our sales are
approximately 12,000,000 per year. We. are privately owned.

Our accountants have brought to our attention a change which
you are contemplating. We are not sure about how the S.O.P.
(Statement of Position) will affect other businesses but we
do know it will affect ours.
We are in the commodities business and are subject to dramatic
swings which are totally out of our control.

The S.O.P. would only make things more complicated and unduly
burdensome. We say no to the S.O.P.
Please give this position serious consideration when you and
your people make your decision on this issue.
Thank you for your attention in this matter.

Sincerely yours ,

Luke Brochu
cc: B.D.M. & P. - Moe
STRATTON LUMBER INC
P.O. BOX 160

STRATTON. ME 04982
PHONE. (207) 246-4500
SALES. (207) 246-4501

FAX.: (207) 246-3253

THE ROBERT MORRIS ASSOCIATES
NATIONAL OFFICE: ONE LIBERTY PLACE • PHILADELPHIA. PA-1 91 O3-73SB
ESTABLISHED 1914 • THE NATIONAL ASSOCIATION OF BANK LOAN ANO CREDIT OFFICERS

WILLIAM J. ROSSMAN
First Vice President RMA
President and CEO
Mid-State Bank & Trust Company
1130 Twelth Avenue
Altoona. PA 16601
(814) 946-6687

July 21, 1993
Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

File Reference No. 4290
Dear Mr. Gill:

The Robert Morris Associates (RMA) is pleased to respond to the Proposed State
ment of Position (SOP), "Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility" (ED). RMA is an association representing 15,000 bank loan and
credit officers. RMA’s responses on accounting and financial reporting issues are, there
fore, from the financial statement user’s perspective and, more particularly, from the
perspective of those who lend or participate in the lending process.
Financial statements play an essential role in the credit evaluation phase of the lend
ing process. They provide to the credit evaluator organized statistical data about a cur
rent or potential borrower’s financial position, past operating results and cash flows.
The lender then uses these data to make assessments of and judgements about the bor
rower’s ability to generate sufficient and timely future cash flows to service a loan. It is
the lender’s hope and expectation that those cash flows will be generated by operations
or other ongoing activities, but the lender also needs information that can be used to
assess the cash that could be generated by liquidating part or all of the borrower’s assets.
Thus, our remarks that follow reflect the credit-evaluation needs of lenders in their use
of financial statements.
RMA has carefully considered and evaluated the proposals contained in the ED.
Our conclusion is that the cost to provide the subject disclosures, within GAAP financial
statements, will measurably exceed the benefits derived by most bank lenders in receiv
ing them. Therefore, we recommend that the American Institute of Certified Public
Accountants not issue the statement of position proposed by the ED. Our reasons for
coming to that conclusion are discussed in the remainder of this letter.

Focusing
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Potential Adverse Effect With Respect to Publicly-Owned Business Enterprises
The Securities and Exchange Commission (SEC) already requires enterprises whose
securities are traded publicly to include in "Management’s Discussion and Analysis"
(MD&A) information regarding most of the matters encompassed by the ED. In many
ways the SEC requirements are more rigorous and result in quantification in cases where
the proposed SOP would merely require disclosure and minimal discussion.

Although RMA believes it unlikely, it is possible that the SEC could replace its
MD&A requirements with those of the proposed SOP. Certainly, there would be pres
sure placed on the SEC to do so. We believe that would be unfortunate because in
many respects, particularly as to quantification, RMA believes the MD&A requirements
are superior to those proposed in the ED.

Prospect of Fewer Financial Statements in Accordance With GAAP
Only publicly-traded business enterprises are required (by the SEC) to disseminate
audited financial statements annually. The preponderance of bank credit is sought by
and granted to private business enterprises, not-for-profit organizations, and state and
local governments. Over the past several years, as documented in RMA’s Annual State
ment Studies publication, a smaller and smaller proportion of the financial statements
bankers receive are both audited and prepared fully in accordance with Generally Ac
cepted Accounting Principles (GAAP). It has become much more common than in
previous years for lenders to receive financial statements that are compiled or reviewed.
Furthermore, many of them depart from GAAP in one or more material respects. Some
even refer to "Other Comprehensive Basis of Accounting" (OCBOA). We also are
alarmed by a relatively recent phenomenon, the no-disclosure compilation.

As the quantity of required disclosures increases, the number of businesses and notfor-profits and governmental entities that choose to pay the costs of providing them has
and undoubtedly will continue to diminish. Furthermore, we would expect those who
choose the "no-disclosure" route to be the entities for whom disclosure would be most
needed by credit evaluators. We believe issuance of the proposed SOP would exacer
bate that situation and the result of its issuance for lenders would likely be the receipt of
less financial information, not more.

Mr. Frederick Gill
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[For your information, representatives of RMA have recently been working with a
group of concerned members of the AICPA to design a disclosure package expressly to
meet the needs of three parties: first and foremost, the credit information needs of the
lender; second, the need of the independent CPA for a finite and rational "checklist" of
necessary disclosures; third, the credit needs of the bank’s customer who is also the
CPA’s client]

Duplication of Due Diligence Efforts of Lenders
Most of the requirements of the ED already are performed by lenders themselves as
part of the credit evaluation process. Certainly all lenders are cognizant of the nature of
the business operations on which they are lending. They also should be aware that esti
mates are used in the preparation of financial statements.
It is the duty of the lender independently to determine the existence and nature of the
significant estimates used in a specific set of financial statements. The same is true of
the extent of a potential or ongoing borrower’s current vulnerability due to concentra
tions. Finally, it is a lending axiom that an assessment must be made of the estimated
amounts, timing and uncertainty of the borrower’s future cash flows. Thus, assessment
of an enterprise’s financial flexibility is at the core of lenders due diligence procedures.

Role of Risk and Uncertainty Disclosures

Robert Morris Associates sympathizes with the motives that led to the issuance of
this ED. Information about significant risks and uncertainties and financial flexibility is
vital to the assessment of credit risk. However, for publicly-owned business enterprises,
it already is available in the SEC-mandated MD&A, often in more illuminating detail
than the proposed SOP would require. Our perception is that the quality of financial
disclosures for those enterprises would not improve and might possibly decline.
For all the other entities covered by the ED, bankers and other lenders are the pri
mary external users of financial statements. Because lenders must do their own due dili
gence, we feel that having risk and uncertainty information contained within the financial
statements as part of generally accepted accounting principles would result in a redun
dancy that produced excessive costs but provided minimal benefit

Mr. Frederick Gill
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We do however strongly encourage business, not-for-profit, and governmental entities
to provide risk and uncertainty information that is supplemental to the financial state
ments. Such supplemental disclosures are highly useful to lenders and assist them mea
surably in implementing their due diligence procedures. But we believe the attempt,
however well intentional, of the Accounting Standards Executive Committee (AcSEC)
to bring those disclosures under the umbrella of GAAP is likely to do more harm than
good to professional users of financial statements.
DMA appreciates the opportunity to respond to the exposure draft of Proposed State
"Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility." Its representatives are available to answer any further questions you may
have concerning our views.

ment of Position,

Yours very truly,

William J. Rossman
President

impa
Washington SOCIETY OF
CERTIFIED Public Accountants

July 21, 1993
American Institute of Certified Public Accountants
Attn:
Frederick Gill, Senior Technical Manager
Accounting Standards Division
1211 Avenue of the Americas
New York, NY 10036-8775
Ladies and Gentlemen:

Subject:

File 4290
Proposed Statement of PositionRisks and Uncertainties and Financial
Flexibility dated March 31, 1993

This letter provides the comments of the Accounting and Auditing
Committee of the Washington State Society of CPAs in response to
the above mentioned draft. Comments are related to numbered
paragraphs 10 through 28, and "Background Information and Basis
for Conclusions" at Appendix B.

We support the opinions set forth in the "Minority View" and
strongly oppose issuance of this SOP.

While much that the SOP states about the helpful nature of
selected data is admirable, this SOP is very judgement driven
without specific measurements. Since it is without specific
measurements, there is no reason for the CPA to be in the middle
of this kind of information net. The information is given
greater credence than is warranted because it's part of a report
signed by a CPA.

CPAs are normally sought after to provide reports because of
training and an adherence to rules that lends a reasonably
objective third party look at hard data. Even estimates have a
foundation in hard data. Now we are being asked to make con
jectures and add them to an opinion of a financial statement that
is not a pro-forma report, and is not labeled as such, and expect
the public to understand that such a note is only conjecture.

CPAs should confine financial statements to historical data.
It's risky enough to give opinions about known quantifiable data
without having to become a prophet of the future and mix it in
with historical data. To opine on "maybes" and "ifums", rely on
subjective views of management, then hold it out as factual, is
building an expectation of perfection in the eyes of the reader
that cannot be met.
a
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In addition, if this SOP is adopted, it will provide an
opportunity for more publicity than we have ever wanted and drive
a wedge between client and CPA that will be unmatched by any
previous rules.
COMMENTS ON SPECIFIC AREAS OF THIS SOP:

Nature of Operations
- FASB 14 covers this area far more adequately than this
SOP. A simple review of your own comparison chart at page
49, paragraph B-17 shows that FASB 14 is far more compre
hensive than is this SOP. The additional information
required by this SOP adds cost without significant useful
value.
- Users have information on products and services through
the requirements of FASB 14. The fact that non-public en
tities are not required to disclose segment information, as
set forth at paragraph B-12, is not a detriment to readers
since they already have information as to the products and
services through the FASB 14 information that is required.
The only information missing is which segment has which
products and services, but they do know they exist.

Certain Significant Estimates
- We believe that these are already adequately covered by
FASB 5, FASB 109 and other FASBs and SASs.
- At B-3 the SOP speaks of an early warning system. The
system of which it speaks, however, may be a self fulfilling
prophecy for many businesses. It speaks of the financial
press and Congress, and they are important, but we must not
succumb to such pressure unless valuable additional infor
mation AND accuracy are the result. We believe that is not
the case here.

- At B-4 the SOP says that "...financial statements should
not be burdened in an attempt to describe every possible
risk and uncertainty...", yet that appears to be the attempt
with this SOP.

Current Vulnerability Due to Concentrations
- The information required at paragraph 20 is too low a
threshold. And footnote 12 says "It is always considered at
least reasonably possible that a customer, taxpayer, gran
tor, or contributor will be lost." Does that mean that
every footnote should discuss the impact of customers that
may leave and their financial impact? The requirements of
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this SOP may well result in over zealous reporting of
possibilities that will never be realized, but could help
discourage bankers and sources of capital from lending to,
or investing in small businesses because of disclosures that
could be included.

Financial Flexibility

This is the mother of all second guessing. The diffi
culties and costs for small business are significant in
trying to meet this requirement. This SOP is asking that we
see into the future to know the ability of clients to meet
various needs that are yet unknown. Pro-forma financial
statements are normally a major separate engagement, and
labeled as such with all of the warnings that go with such
statements, yet to adequately meet the financial flexibility
requirement, it would appear that a certain level of pro
forma work would be necessary. When the user reads such
comments, will they have the sophistication to understand
that we are mixing opinion without an objective basis for
consideration with a historical financial statement?

- This goes well beyond SAS 59 and beyond the sophistication
and pocket book of most non-public entities.
- Again, the potential for damaging the business by guesses
that are off the mark, but distressing to bankers and other
users, with potential damage to the borrowing relationships
is considerable.
- We are also very concerned that CPAs would be subjected to
significantly greater levels of litigation due to these
added disclosures, both from third party users and by
clients.

These comments are the result of the deliberations of our
Committee and should not be construed to be the comments of any
of the Society's individual members, or of its members as a
whole.
Respectfully submitted,

Washington Society of Certified Public Accountants
Accounting and Auditing Standards Committee .

William Kauppila
Chairman

of Louisiana
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July 23, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
Subject:

Proposed Statement of Position "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility"

After reviewing the Proposed Statement of Position (SOP), we must agree with the minority view.
The major issues addressed in the minority view - increased responsibility for preparers and
independent accountants, subjectivity of the information and cost-benefit of information - also apply to
governmental entities.
In times of fiscal crises faced by many governmental entities, the requirements of this SOP would
be onerous and without cost benefit. The time involved in developing disclosures required by this
SOP would be time taken away from other more vital and beneficial tasks which must be performed
often by a limited staff. Additionally, the costs of providing disclosures required by the SOP, not
only for the preparation of the financial statements but for the cost of the audit, would be prohibitive
and would require monies necessary for other services required by law.

The requirement to disclosure factors that make estimates sensitive to material change could
involve proprietary or confidential information. Certain information regarding taxpayers, employment
and litigation is confidential and cannot be released. By requiring these types of disclosures, the SOP
creates the possibility of "information overload" by providing too much information for the user to
successfully assimilate.
Impacts among governmental entities could be different. A state government may not be as
vulnerable to concentrations as are other, smaller governments or governmental entities. The State of
Louisiana for example does not collect property taxes, therefore the effect of the loss of a single
taxpayer would be negligible to the state. However that same loss may have dire
consequences for a local government dependent on property tax revenues.

With all of the requirements on financial statement preparers and independent auditors, the
necessity of preparing a cash flow forecast seems excessive, especially if the end result is that there is
no need to disclose information regarding financial flexibility. Preparation of these reports will cost
time and money which governmental entities will be hard pressed to justify to its taxpayers.
Much of the information required by the SOP is included in the notes to the financial statement or
in the transmittal letter of a governmental entity’s comprehensive annual financial report (CAFR).
OFFICE OF THE COMMISSIONER • P.O. BOX 9409S • STATE CAPITOL ANNEX • BATON ROUGE, LA 70804-9095
(504)342-7000 • LINC 421-7000 • FAX (504) 342-1057
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Requiring these disclosures to be included in the notes to the financial statements will cause most
governmental entities to include them twice. This is especially true if the governmental entity
participates in the GFOA’s Certificate of Achievement program.

The "reasonably possible" criterion is an extremely subjective criterion for deciding additional
disclosures, even when limited to items material to the financial statements. Such subjectivity could
lead to an overload of information and be more confusing to financial report users than if the
disclosures had not been included. As stated in the Government Finance Officers Association’
(GFOA) Governmental Accounting. Auditing and Financial Reporting. "Financial reports cannot be
prepared that meet all the needs of every user." And as noted in the minority view, these additional
disclosure requirements could lead to "unrealistic expectations" by financial statement users.
The effects of recently released and proposed pronouncements by both the Financial Accounting
Standards Board (FASB) and the Governmental Accounting Standards Board (GASB) have yet to be
determined. Issuance of this SOP would cause additional work at a time when new standards are
being implemented for governments and changes, many of which are major, are having to be made to
comply with these new standards. Before this SOP is implemented, it would seem only reasonable to
allow the results of these recently released and proposed standards to be reviewed to
determine if the disclosures required by the SOP are necessary.
With all of the actual and proposed changes occurring in governmental accounting and reporting,
the requirements of this SOP seem premature. Until the GASB has completed current projects,
governmental entities should be exempt from this SOP, if adopted.

Sincerely,

Whitman J. Kling, Jr., C.P.A.
Assistant Commissioner for Finance

F. Howard Karlton, C.P.A.
Acting Director
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Stites. & Mato, P.A.
CERTIFIED PUBLIC ACCOUNTANTS

July 26,

1993

Mr. Fred Gill, Technical Supervisor
Accounting Standards Executive Committee
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, New York 10036
Re:

Proposed SOP - "Disclosure of
Certain Significant Risks and
Uncertainties and Financial
Flexibility"

Dear Mr. Gill:
We are writing to express concern over the requirements of the
above referenced exposure draft.

We believe that the proposed statement of position would require
CPA's to make highly subjective judgements as to what disclosures
should be made in financial statements, regarding uncertainties,
concentrations and financial flexibility. This nebulous standard
will lead to friction with our clients, all of which are small,
closely-held enterprises.

Our firm does not support the statement of position in its present
form. We urge the Committee to consider cancelling the proposed
statement or reissue the exposure draft in the context of welldefined objective criteria.
Sincerely,

?s^ites
*
J

, CPA

Alex F. Mato, CPA
AJS/AFM:ml
Read

5644 COLCORD AVENUE

JACKSONVILLE. FLORIDA 32211
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FAX (904) 724-4023

7/30

INDIANA CPA SOCIETY
CPAs make a difference

July 26,1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, file 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Proposed Statement of Position
Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

Dear Mr. Gill:

We are pleased to submit our comments on the proposed Statement of Position (SOP)
referred to above and generally support the efforts of the Institute to initiate standards
intended to provide more useful information to users of financial statements. However, we
have serious reservations as to the effectiveness of the proposed SOP to accomplish the
intended objectives. Generally, we feel the minority view as discussed in paragraph #32 of
the exposure draft has significant merit. Based on our comments below, we encourage
AcSec to strongly consider revision of the proposed SOP to ensure the cost and benefit to all
affected parties are fully considered.

Our response is arranged by the areas requiring particular attention by respondents as
identified in the exposure draft
SCOPE

Generally, we feel the scope of the proposed SOP is much too broad and the subjectivity of
the proposed disclosures will result in an increase in cost which will, for many entities,
exceed the benefits that would be derived from the additional information. Consequently,
we feel that a minimum size test is essential for these reasons. First, there is a strong feeling
among our state committee members that many small business owners do not have the
resources to independently provide the disclosures required by the SOP and will rely on
their independent accountant to draft this information. This raises serious concerns about
whether the disclosures will be all inclusive and the perceived "ownership" of the financial
statements. Secondly, we feel the SOP, without a minimum size test, will have a relatively
more significant impact on the smaller reporting entity because their size makes them more
susceptible to concentrations and uncertainties. Finally, similar to the concepts of "general"
and "limited" use prospective financial information, the users of financial statements of
8250 Woodfield Crossing Blvd., Suite 305 (46240-4348) • P.O. Box 40069 • Indianapolis, Indiana 46240-0069 • Phone 317 726 5000 • FAX 317 726 5005

nonpublic entities typically have the ability to communicate directly with management.
Users are therefore in a position to discuss openly with management its short and long-term
plans, its risks and its ability to meet its financial needs.
We have similar reservations about the SOP's applicability to not-for-profit organizations
and government units. The users of these financial statements are typically concerned more
with compliance issues; consequently, the SOP requirements result in an additional
reporting burden with little, if any, direct benefits. Instead, we feel the SOP requirements
will lead to extensive "boilerplate" disclosures in the financial statements of entities with
little or no public accountability.

Based on the above, we feel nonpublic companies and entities without "public
accountability", primarily not-for-profit organizations and government units, should be
excluded from the scope of the SOP.
DISCLOSURES

We do not find the first two disclosures (nature of operations and use of estimates in the
preparation of financial statements) to be controversial.
The third disclosure (certain significant estimates) is not controversial, although we question
the need for the expanded disclosures. We feel the disclosures required under SFAS No. 5
are adequate. However, we agree with the exposure draft to not require disclosure of
factors which cause estimates to be sensitive. We feel disclosure of this information could
lead to situations where the required disclosures may provide confidential and proprietary
information to persons outside of management, which could be detrimental to the entity's
future operations and ability to compete.

The criteria used in the fourth disclosure (current vulnerability due to concentrations) is
considered too vague, particularly the concept of "severe impact". We have serious concerns
that information disclosed under this section could be subject to misinterpretation by users
of financial statements and will not be consistently applied. In addition, there is a high risk
that users will place additional emphasis on this information because of its placement in the
financial statements and view it as almost a "prediction" that the disclosed event will take
place. We feel this information could have a negative impact on small business' ability to
obtain credit as certain bankers could have difficulty overcoming these negative disclosures.
Also, we fear the proposed disclosure requirements would inhibit the necessary candid
discussions between business owners and public accountants, typically the small business
owner's primary advisor. The substantial amounts of judgment required would also
significantly increase the independent accountants potential liability and thus increase the
cost of providing this information.

Disclosure of vulnerability due to concentrations may also place a Company at a
disadvantage, especially in situations where suppliers and/or customers request Company
financial statements. We believe existing pronouncements (SFAS 5, SFAS 14, SFAS 105, etc.)
provide financial statement users with adequate information regarding significant
concentration and material commitments and contingencies which may have a material
impact on their decisions.
The fifth disclosure (financial flexibility) is objectionable because of the broad scope of the
"reasonably possible" criteria. This extremely low threshold for viewing financial flexibility
could likely lead to an overkill in disclosures. In addition, there seems to be significant
overlap with SFAS No. 59 in which the independent accountant reviews the entity's ability
to continue as a going concern. Die requirements of this exposure draft virtually require
accountants to incorporate working papers prepared under SFAS No. 59 into the financial
statement notes even when it has been determined that a going concern qualification is not
appropriate. It appears the SOP is proposing that the accountant should perform the due
diligence of the creditors and opine on management's "expected" course of action. This
requirement appears onerous and places the accountant in a very vulnerable position with
the business owners as well as creditors. Even if deemed useful, information related to
financial flexibility does not belong in the financial statements (see next section).
PLACEMENT OF DISCLOSURES

Die disclosures required by this SOP are similar to what financial statement users expect to
find in the Management Discussion and Analysis of public companies, which is presented
outside the financial statements. Placement within the financial statements is inappropriate
since much of the information is prospective.
RANGE OF RISKS AND UNCERTAINTIES

We feel the broad range of risks and uncertainties covered by the SOP would result in
extensive "boilerplate" disclosures being added to financial statements. The resulting
disclosures would add significant "information" of questionable value to financial
statements and distract the users from the more relevant disclosures.

In conclusion, the Audit and Accounting Committee of the Indiana CPA Society feels this
proposed Statement of Position contains significant overlap with other standards and
disclosure requirements and that the new disclosures required by this Statement of Position
are too broad and subjective to significantly enhance the economic process.

These comments are submitted by the Accounting and Auditing Committee of the Indiana
CPA Society, however, the comments have no official status and do not represent either the
approval or the disapproval of the Exposure Draft by the Society or its Board of Directors.

We would be pleased to discuss our comments with the Board or its staff at your
convenience.

Very truly yours,

Indiana CPA Society
Auditing and Accounting Committee

July 26,1993

Mr. Frederick Gill
Service Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, New York 10036-8775
Re: Exposure Draft on Proposed Statement of Position Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility

Dear Mr. Gill:

In response to your request for comments on the above exposure draft, we wish to offer the following
comments.
The exposure draft, from a reader's perspective would provide better information in the financial statements, on
certain significant risks and uncertainties and financial flexibility and we believe that the overall concept is good.
The information required for the additional disclosure of an entity's nature of its operations and uses of estimates
in the preparation of financial statements is practical and easily obtained by the preparers of the financial
statements and would lead to positive useful information for a reader.

However, with respect to certain significant estimates, current vulnerability due to concentrations and financial
flexibility, there are a number of practical considerations and concerns that we, as a committee, have. Among
them are:
1. The terminology and definitions cited within the exposure draft are ambiguous and subjective at best.
Although the terms may be defined in the exposure draft, readers who have not read this will not
necessarily draw the same conclusion as the preparer as to what is "reasonably possible" or "severely
impaired." This can also hold true for practitioners who have read the document and are attempting to
implement the required provisions. By having such subjectivity, the level of disclosure used, in all
probability, will vary from statement to statement. Consequently, the usefulness of the disclosures will be
diluted.
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2. The cost of preparing the required disclosure for this exposure draft, in our opinion, will outweigh the
benefits for all clients. Small business entities characteristically employ people with little or no expertise
in these areas. Therefore, the costs associated with preparing financial statements will increase as they
will have to hire someone to compile and analyze the information. In contrast larger entities should have
the necessary expertise on staff. However, these entities will have an increased number of estimates,
concentrations and financial flexibility decisions that require more extensive reporting disclosures and
analyses to be considered. As a result their cost of analyzing this additional information will increase the
cost of preparing the financial statements.
3. Due to the difficulty in attempting to comply with a variety of additional subjective required disclosures
the natural progression is to move towards "boiler plate" language. This would eliminate the usefulness
of the proposed financial statements disclosures.
4. The required disclosures, some of which are prospective and forecasting in nature, are outside the
expertise and realm of the traditional *auditors role.

5. With the presumed intent of this exposure draft to provide additional disclosures and information to a
reader, it is presumed that the potential liability to accountants and auditors would be reduced. We
believe, for the reasons stated above, it will have the opposite effect. As an example: a business provides
financial statements to a bank with this subjective disclosure included and the auditor provides assurances
on the information required by the exposure draft, the accountant is exposed to new and additional
exposure to litigation if actual results do not agree with the disclosed information.
It should be noted the opinions expressed do not necessarily reflect the views of the Arizona Society of Certified
Public Accountants.

Thank you for considering our comments.
Very truly yours,

Robert H. Baldwin, Chairman
AUDITING STANDARDS COMMITTEE
RHB/if
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July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
Dear Mr, Gill:
Please consider our comments on the March
on the Proposed Statement of Position
Significant Risks and Uncertainties and
(SOP)• We appreciate the opportunity to
Draft.

31, 1993 Exposure Draft
"Disclosure of Certain
Financial Flexibility"
comment on the Exposure

We have prepared our response addressing each of the specific
proposed disclosures. Issues requested by AcSEC for comment are
discussed where applicable.
Nature of Operations
Northwest Airlines, Inc. (Northwest) believes the proposed
disclosures relating to a description of major products or services
and its principal markets, including the location of those markets
would be useful information about an entity's operations. Although
FAS 21, "Suspension of the Reporting of Earnings per Share and
Segment Information by Non-public Enterprises" currently waives
this type of disclosure for non-public entities, Northwest feels
the disclosures would be easily obtained by all preparers of
financial statements at minimal cost.
Use of Estimates
This proposed disclosure would be helpful and is recommended for
all entities. It informs the reader that estimates are a normal
part of the reporting process and properly assigns primary
responsibility for estimates with management.

Certain Significant Estimates
Based on the examples, we concur that including a discussion of why
an estimate is sensitive to material changes would be helpful to
the reader and would not be proprietary based on the examples
presented.
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However, Northwest believes that the current requirements of FAS 5,
"Accounting for Contingencies", meet the needs of the readers of
financial statements to record and disclose loss contingencies.
FAS 5 in paragraph 10 requires disclosure of reasonably possible
loss contingencies. Presenting the consequences (as proposed in
the SOP) of an event that is not likely to occur could ultimately
increase the likelihood of occurrence.

In addition, Northwest feels this proposed disclosure would subject
both preparers and public accountants to increased litigation risk
if a contingency and its potential consequences are not disclosed.
Disclosure should help to decrease risk, not increase it.
Current Vulnerability Due to Concentrations
Northwest would recommend disclosure of concentrations if they
exist versus the proposed requirements that concentrations would
only be disclosed if it is reasonably possible that it would have
a severe impact to the entity.
It was our conclusion that the
existence of concentrations disclosure would not be proprietary (if
not specific) and provide the reader of the financial statements
with adequate information to assess risks, but not provide him or
her with the possible negative consequences.
The required
disclosures should exclude disclosures related to market/industry
concentration related to the line of business of the enterprise.
However, we would encourage AcSEC to set some objective guidelines
along with a checklist to promote uniformity in disclosure and
minimize litigation risk. Any proposed guidelines should also be
submitted for public comment.
The exposure to additional
litigation risk occurs because of the degree of judgment in
assessing what and when to disclose a concentration.
The
discretionary nature of the disclosure and the inability of both
the preparer and the external auditor to ensure that all the
necessary concentrations were properly disclosed could be costly.
Even though it probably will entail some additional cost, we
believe that this disclosure if properly as further defined should
apply to all financial statement preparers.

Financial Flexibility

This proposed disclosure is recommended to be eliminated in its
entirety as it creates concerns to readers of financial statements
and could create a self-fulfilling prophecy. Any suggestion of
liquidity problems, even if merely "reasonably possible" could be
devastating.

If the entity is able to satisfy the requirements of SAS 59, "The
Auditor's consideration of an Entity's Ability to Continue as a
Going Concern", to obtain a clean audit opinion, further disclosure
would only confuse the reader of the financial statements.
Companies would be disclosing a situation which has already been
assessed as unlikely to occur and would probably be detrimental to
the entity's continued existence.
Also, this could be a very
costly disclosure for those entities that do not prepare cash
forecasts on a regular basis, which is not appropriate to require.
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Other
Addressing the other items requested to be commented on, it is
recommended that the disclosures be only done in the annual
financial statements as part of the footnote disclosures.
We would also recommend impairment of long-lived assets be excluded
from the scope of the SOP, as the FASB is currently addressing this
issue as a separate project.
**
***A<4t«WW

In summary, Northwest believes the certain of the proposed
disclosures are not in the best interests of the financial
statement preparers and do not necessarily improve the quality of
the audit process, but provide protection of the public
accountants.
The proposed disclosure requirements (certain
significant estimates, current vulnerability and financial
flexibility) go beyond the Securities and Exchange Commission's
Management Discussion and Analysis disclosures which require
discussion of known uncertainties that could have an impact. The
examples provided in the SOP tended to deal with possible events
and their impacts versus known events and their possible impacts.

We hope you consider our. comments and I can be reached at 612-7267298 if you wish to discuss our conclusions in more detail.
Very truly yours,

Mark W. Osterberg
Vice President and Chief Accounting Officer

TOTAL P.04

US Department
of Transportation

400 Seventh Street. S.W.
Washington. D.C. 20590

Maritime
Administration
July 26, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of Americas
New York, N.Y. 10036-8775
Dear Mr. Gill:
As a recipient of your request for comments, I carefully
reviewed the proposed Statement Disclosure of Certain
Significant—Risks and -Uncertainties and Financial Flexibility.
Being a member of the AICPA and the Director, Office of
Financial Approvals, Maritime Administration, U.S. Department
of Transportation, I am interested in the Task Force's
deliberations on risks and uncertainties and how they may
relate to the Federal Government.
I believe, the justification for this proposed statement has
not been adequately defended. Specifically, the minority view
on the SOP that ”it places an unreasonable burden on all
entities, and in particular on mid size and smaller entities
...." and the issue of extending the auditor's responsibility
to disclosures regarding substantial doubt, has not been
convincingly countered. Furthermore, in many of the
illustrations cited, the requirement for disclosure on the
proposed SOP is redundant to existing pronouncements.

I believe that the Task Force needs to reconsider the cost and
impact of an accounting and auditing standards overload. I
further believe that it is within the realm of each CPA firm's
responsibility to routinely make professional judgements
appropriate to specific and sometimes unique disclosure issues.
No amount of promulgation or direction will remove the primary
responsibility of the CPA firm to make difficult reporting and
disclosure decisions.
In conclusion, I believe that there is sufficient-existing
direction and promulgation on disclosures of significant risks
and uncertainties and that the proposed draft may only increase
rather than reduce confusion.
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I would appreciate receiving any further deliberations you may
have on disclosures.
If I may be of further assistance, you
may contact me on 202-366-5861.

Sincerely,

Richard J. McDonnell, Director
Office of Financial Approvals

July 28, 1993
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Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Re: Exposure Draft
"Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility"

Dear Mr. Gill:
My comments regarding this exposure draft are as follows
numbers refer to the paragraph numbers):

(the

As a summary of my comments, I agree with the minority
position as stated in the SOP. The three points explained as
the minority view are an exceptionally good description of my
concerns regarding this SOP. I especially agree with point a.
and point c. regarding increasing the responsibility of
preparers and the relative cost benefit of the information.

3; The SOP applies to "all entities that prepare GAAP
financial statements." Because of the cost involved in the
accumulation of the data needed to answer the disclosures
(even if that proves that no disclosure are necessary) the SOP
places a burden on smaller, privately held enterprises that
will drive them away from preparing GAAP statements and will
promote statements based on OCBOA.
This seems to be
contradictory to the profession's belief that accrual based,
GAAP financial statements provide the best method of
reporting.
5; As is stated in the SOP there are a number of other
pronouncements that require similar disclosures to the ones
being described in this SOP.
In many cases the required
disclosures already involve a significant amount of
interpretation.
Adding the requirements of this SOP is
confusing the situation even further.
4575 VIA ROYALE. SUITE 110
FORT MYERS. FLORIDA 33919
(813) 939-5333
FAX (813) 939-4682

DIVISION FOR CPA FIRMS. AICPA

Frederick Gill
American Institute of Certified Public Accountants
July 28, 1993
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-

11; The auditor's report already mentions that a part of the
audit process is to evaluate significant estimates made by
management. Disclosing that GAAP based financial statements
require the use of management's estimates appears redundant.
12; The criteria being used to determine whether disclosures
should be made would seem to indicate that a significant
uncertainty already exists that would require a modification
of an auditor's report based on the same terminology. Trying
to logically agree the language in the SOP to the language in
AU 508.24-26 is difficult. The SOP requires disclosure if the
likelihood of the item is more than remote but the AU would
require an evaluation of whether to modify the audit report.
It appears that the intent of the SOP is already met by AU
508.

-

16; The reference to a small or "no amount" still requiring
disclosure appears to be at odds with the accounting concept
of materiality. This also is opening a Pandora's box of "why
didn't you disclose this even if, in your professional
judgement, the item wasn't material?"
20; This paragraph seems to be going significantly beyond the
audit or attest function.
"Reasonably possible" , "could
cause", seem to be predictions that are couched in terms that
make the statements meaningless unless hindsight is applied
well after the fact. This language would only be used against
the profession; it would not help explain the financial
statements at all.

-

21 and footnote 12; The reference in this area and in some of
the examples in the appendix regarding the loss of a customer
(or the equivalent), would require the same exact disclosure
for Joe Brown Hardware as it would for General Motors. This
does not seem logical; it is impossible to have a constant
disclosure for every entity in the whole universe.

A.32; In this disclosure the words "will be" are used. This
is definitely predicting the future. Words and phrases of
this type should be avoided.

Frederick Gill
American Institute of Certified Public Accountants
July 28, 1993
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-

A.51; The disclosure is revealing internal data on a project,
not reporting on the activities of the Company. Should you
also reveal that another project is significantly under budget
and the contract was a "sweetheart" type of deal to begin
with? It seems inconsistent to report on the one and not the
other. (I'm assuming that the Company is profitable even with
the problem contract.)

-

The publicly held companies are, for the most part, already
complying with the intent of this SOP. The MD&A required by
the SEC and the evaluation and monitoring by the securities
industry fulfill these requirements. Privately held companies
and not-for-profit entities will be the ones most affected by
this SOP. As I mentioned at the beginning of this letter, the
cost benefit of providing this information, or ensuring that
the information is not present, appears to be marginal at
best.

Thank you for your attention to my correspondence.
Please feel
free to call me at your convenience if you have any questions
regarding any of my comments.

Very truly yours,

Clifford Chaipel
cc/11

2961 Pointe West
Augusta, GA 30909
July 28, 1993
Mr. Frederick Gill
Senior Technical Manager,
Accounting Standards Division,
File 4290 AICPA,
1211 Avenue of the Americas,
New York, N.Y. 10036-8775
Dear Mr. Gill:

SUBJECT:

COMMENTS TO THE EXPOSURE DRAFT "DISCLOSURE OF CERTAIN
RISKS AND UNCERTAINTIES AND FINANCIAL FLEXIBILITY"
PROPOSED STATEMENT OF POSITION, MARCH 31,1993

The comments I have pertain to sections 20 - 25 "Current
Vulnerability Due to Concentrations." The referenced sections are
written such that they do not provide guidance as to the level of
detail information that is required to be disclosed to comply with
the Statement.
Therefore, the liability that could be assumed by
the preparers may be caused by either insufficient or excessive
information that would increase the vulnerability of the company.
I am involved with Operations Security as part of my employment in
a U.S. Government agency.
There is great concern in the area of
Operations Security within the U.S. Government that disclosure of
information which exposes business
vulnerabilities
is being
exploited by other nations.
The competition that has developed
between international corporations requires close review of all
information released by large and small businesses. Cases are now
being documented where the disclosure of information from U.S.
companies has caused those companies to lose bids in international
competition.
Industrial and economic espionage are now major
concerns of the intelligence community.

This industrial and economic espionage is also a major concern
between local companies. The exposure of a vulnerability could
provide your competition with opportunity to give them an advantage
over your company.

The disclosure of significant risks that create a vulnerability
should be considered for their confidentiality to minimize the risk
of that vulnerability being exploited to the determent of that
company.
Disclosure of those risks should be considered on an
individual basis with the "Need to Know" as one of the criteria for
disclosure.
Therefore,
Position.

I

am

not

in

support

of

the

proposed

Sincerely
Obed A. Cramer C.P.A.

Statement

of

FIRST UNION
REAL ESTATE INVESTMENTS

July 27, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

Comments on Proposed Statement of Position
"Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility"

Dear Mr. Gill:
First Union is a real estate investment trust (REIT) listed on the
New York Stock Exchange, with current market capitalization of approxi
mately $200 million and total assets of $444 million on a historical
cost basis. We own and operate shopping malls, office buildings and
apartment complexes throughout the United States.
Quite frankly, the proposed Statement of Position (SOP) is a
duplication of the requirements of Management's Discussion and Analysis
of Financial Condition and Results of Operations, Item 1 -- Business in
Form 10-K, the footnote disclosure of Significant Accounting Policies,
and Financial Accounting Statement #5--Accounting for Contingencies.
The AICPA, specifically AcSEC, is attempting to increase existing
disclosure requirements of the SEC and FASB.

An indepth analysis of the 64-page exposure draft is not war
ranted. Suffice it to say that the threshold of "reasonably possible"
is too broad. The additional disclosures for interim reporting will
also be very costly for public companies when considering the addi
tional paper, printing, postage and review by outside auditors for the
quarterly reports to shareholders.

The AICPA cannot look at 117 Financial Accounting Statements and
the thousands of pages of SEC requirements and honestly say it has
created something new for disclosure. Corporate America has made a
concentrated effort to eliminate duplication, and the FASB, SEC and

55 Public Square • Suite 1900 • Cleveland, Ohio 44113

216 / 781-4030

AICPA must now consider "rightsizing" of financial information.
This
exposure draft creates duplication of required disclosures which is
always more costly.
I am greatful that the four dissenting AcSEC
members had the good sense to state their views. The remaining members
of AcSEC should take a step back and read the two pages of clear and
concise reasoning following the exposure draft.

In conclusion,

the proposed SOP should be rescinded.

Very truly yours

John J. Dee
Senior vice President-Controller

Post Office Box 26000
Richmond. Virginia 23261
8O4-771-3063

Assistant Controller

VIRGINIA POWER

July 28, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA

1211 Avenue of the Americas
New York, NY
10036-8775
Dear Sir:

Proposed

of Position

Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

In response to the AICPA’s request, Virginia Electric and Power
Company (Virginia Power) offers the following comments in
response to the exposure draft of a proposed statement of
position (SOP), Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility.

Virginia Power, a wholly-owned subsidiary of Dominion Resources,
Inc., is a regulated public utility engaged in the generation,
transmission, distribution and sale of electric energy within a
30,000 square mile area in Virginia and northeastern North
Carolina. It sells electricity to retail customers (including
governmental agencies) and to wholesale customers such as rural
electric cooperatives and municipalities.

Virginia Power opposes the issuance of the SOP for generally the
same reasons presented by the dissenting minority of AcSEC. The
SOP would increase the responsibility for financial statement
preparers and independent auditors.
The disclosures contemplated by the SOP are either currently
required or encouraged in the Business, Legal Proceedings or
Management’s Discussion and Analysis of Financial Condition and
Results of Operations (MD&A) (Items 101, 103 and 303 of
Regulation S-K) included in filings with the Securities and
Exchange Commission (SEC). Accordingly, many of the disclosures
are already being made by SEC registrants, even though they are
not in the notes to the financial statements. We question whether
the usefulness of financial statements issued by SEC registrants
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would be improved by also requiring essentially the same
information in the notes to the financials.
If the disclosure of subjective information is required in the
notes to financials, we believe the SOP would result in greater
demand on independent auditors, thereby increasing costs for
audit clients, without a commensurate increase in the value of
information disclosed. Another concern is that the SOP's
requirement to include forward-looking information in the notes
to financial statements without a safe harbor as provided by Rule
175(c) under the Securities Act of 1933, 17 CFR 230.175(c), may
subject entities to liability for fraud.

Responses to specific questions raised in the SOP are provided
below:

Should some reporting entities be excluded from the scope of the
SOP or from certain of its disclosure requirements? What criteria
should be used for such exclusion?

The SOP suggests excluding entities based on nonpublic status, a
minimum-size test or the fact that the entity is not entrusted
with public money. Virginia Power supports exclusion of the
application of the SOP on these bases. However, if entities are
excluded from the scope of the SOP based on these criteria, it
would appear that the remaining entities subject to the SOP would
probably be SEC registrants which are already required to provide
these types of disclosures in financials filed with the SEC. If
that is the case, the primary impact of the SOP would be to cause
SEC registrants to include the disclosures in the notes to
financial statements as well as the Business, Legal Proceedings
and MD&A portions of financials. We do not believe any
improvement in the usefulness of financials would result.
Certain Significant Estimates

The SOP proposes to require disclosure of the potential near-term
effects of the risks and uncertainties associated with the use of
estimates in the preparation of financial statements. If it is at
least reasonably possible that the estimate could change and
would have a material impact on the financial statements,
disclosure would be required.

The use of estimates is inherent in the accounting process.
Management is responsible for developing, evaluating and
monitoring, on a continuing basis, the factors underlying the
estimates used in the preparation of financial statements.
This process should produce estimates that are reasonable based
on the facts and circumstances known to management at the date of
the financials.

Page 3
To the extent a significant estimate is used in the preparation
of financial statements and it is reasonably possible that the
estimate could vary significantly due to uncertainties,
disclosure should be provided in the MD&A portion of SEC filings.

Should disclosure of factors that cause an estimate to be

sensitive to material change be required?
No. Management’s preparation of estimates, and presumably the
auditor's review, would consider sensitivity analysis to assess
the reasonableness of the estimates.
If the SOP is issued, it could encourage but should not require
disclosure of factors that cause an estimate to be sensitive to
material change. The nature of some estimates, e.g., litigationrelated liabilities, would likely be based on assessments and
factors that should remain confidential. Recognition and
disclosure in such instances are adequate under the provisions of
SFAS No. 5, Accounting for Contingencies.

Current Vulnerability Due to Concentrations
Virginia Power believes that identification of concentrations
which could cause the entity to be vulnerable to risks is part of
the management process. Management's monitoring of the operating
environment should continually evaluate the potential risk of
possible conditions or events that would cause a near-term
disruption of an entity's normal functioning. While the
identification of concentrations existing at the balance sheet
date may be verifiable, the speculative nature of trying to
predict possible future outcomes may make it difficult for
auditors to achieve the level of comfort necessary to attest to
the disclosure.
If known trends or uncertainties that have had or that are
reasonably expected to have a material impact on sales, revenues
or income from continuing operations, such information is
disclosed in MD&A included in SEC filings. Concentrations which
could cause an entity to be vulnerable to risks are includible in
this MD&A disclosure requirement. This information should not be
required in the notes to financial statements.

Financial Flexibility
The SOP would require a discussion of management' s expected
course of action when it is at least reasonably possible that the
entity may not be able to pay its expected cash outflows in the
near term without taking certain actions.

views this disclosure as generally a duplication
requirements to provide information on liquidity s
ources in MD&A. "If a material deficiency [in the
y to pay its expected cash outflows] is
icate the course of action that the registrant has
es to take to remedy the deficiency." (Regulation
)(1)) Paragraphs B.54 through B.62 of the SOP
inguish the proposed SOP requirement from current
ts, concluding that the SOP requirement is a
D&A requirements. From the perspective of SEC
is is a distinction without any real difference.
value resulting from duplicating this information
financial statements.
sclosures
ove, Virginia Power, as a SEC registrant, believes
e disclosures that would be required by the SOP
ng provided in the Business, Legal Proceedings or
f filings. We do not believe that requiring
same information in the notes to financial
5 enhance the value of the information.

stated above, we do not believe the SOP would
ares for SEC registrants, in spite of increased
ild
*
^^
likely result.

appreciates the opportunity to provide comments on

Virginia Society of Certified Public Accountants
July 31, 1993

P.O. Box 31635
Richmond, VA 23294-1635

804/270-5344
FAX: 273-1741

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Re:

Exposure Draft on Proposed Statement of Position
"Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility"

Dear Mr. Gill:
Our committee has reviewed the above-referenced exposure draft concerning
risks and uncertainties. The following is a summary of the comments that we would
like for the Accounting Standards Executive Committee to consider.
NATURE OF OPERATIONS (DISCLOSURE #1)

We believe that this disclosure is acceptable. Many of the CPA firms in our
area currently disclose the nature of operations in the financial statements as a
standard practice. Most clients are receptive to disclosing this information be
cause it gives a general description of their business and the owners of the busi
ness are proud to tell their story. Since it is not always possible to determine a
Company's line of business from its name, this requirement will assist the reader
of the statements by requiring such disclosure, and will help readers know which
companies are comparable.

USE OF ESTIMATES IN THE PREPARATION OF FINANCIAL STATEMENTS (DISCLOSURE #2)
We believe that this is an acceptable disclosure. It is already disclosed in
the standard auditor's report, but it is not required to be disclosed in "compila
tions or reviews. The benefit of this requirement is that all financial statements
will contain this disclosure, regardless of the level of service rendered by the
accountant. However, this requirement will create some redundancy in audit reports
because there will be disclosure in both the auditor's report and in the footnotes.
PUBLIC VERSUS NONPUBLIC ENTITIES

Most of the members of our committee primarily provide service to nonpublic
entities. Therefore, we do not comment on the application of this exposure draft
to public entities.
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We believe that the remaining three disclosures in the above exposure draft
should not apply to nonpublic entities for the following reasons:
1.

In addition to the owner-managers of most nonpublic entities, other pri
mary users of financial statements are lenders and surety companies.
Lenders often have periodic meetings with their clients where interim as
well as annual financial statements are reviewed. In addition, the lend
ers frequently accumulate and review other information with their clients
that is not included in the financial statements. This information in
cludes, but is not limited to; aged accounts receivable; cash-flow fore
casts; and projections of capital expenditures. The depth of this review
often depends on several factors, including the clients current financial
position and results of operations, the length of time that the lender has
known the client, and expected future events. In addition, because of new
regulations, lenders are becoming more aggressive at obtaining and review
ing this additional information from their clients.
Sureties also frequently require additional information in addition to the
annual financial statements. They generally require the client to com
plete forms that require additional information that is not included in
the financial statements.

Users of financial statements, other than lenders and surety companies
also have either direct, or indirect access to other information that is
contained in the financial statements.
Accordingly, we believe that lenders, sureties, and others are already
getting the information they need to make informed decisions concerning
the client.

2.

Most nonpublic entities do not have accountants or CPAs in their account
ing departments. Therefore, much of the information required by the re
maining three disclosures is going to be very burdensome, if not impossi
ble, for them to accumulate. Much of the burden of accumulating and pre
paring this information is going to fall on the CPA, causing an upward
pressure on fees. This creates a problem because most clients are experi
encing financial pressures and as a result, the CPA is being forced to
hold fees to the same level they were one to two years ago. Since the
client perceives no additional benefit from these required disclosures,
the client will be very unwilling to pay for these additional services,
and the CPA will be forced to absorb most of the cost of researching and
producing the information needed to write these disclosures.

PROBLEMS WITH LITIGATION

The last three disclosures are very subjective in nature and are going to in
crease the level of judgment required by the CPA in making decisions about whether
the disclosures in the financial statements are adequate and comply with generally
accepted accounting principles. The increased responsibility to make subjective
decisions is going to result in increased litigation. Because the attorneys have
the benefit of hindsight, they are going to be in a good position to question the
judgment of the CPA, and more damages are going to be awarded both in court and in
out-of-court settlements.
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DISCLOSURE OF PROPRIETARY INFORMATION

We believe that the proposed SOP would require the client to reveal proprie
tary information. This could have a disastrous effect to their business if the
information is available to the wrong people. For example, the client may be re
quired to disclose information about inventory that the client may not want custom
ers, supplier, or competitors to know. By requiring disclosure of this proprietary
information in the financial statements, this information becomes available to any
one who request or requires financial statements from the client.
Disclosure of concentrations of credit risk may affect buy/sell transactions.
The disclosure could cause a change in the selling or purchase price and that would
be detrimental to the client. It should be up to the buyer to investigate all
facts surrounding the purchase of a business prior to making the purchase, rather
than the CPA and the client disclosing this information.
PROBLEMS WITH THE DISCLOSURE OF CURRENT VULNERABILITY DUE TO CONCENTRATIONS

This disclosure is similar to the disclosure of economic dependency.
mittee believes it is redundant and that it is not necessary.

The com

HISTORICAL VERSUS PROSPECTIVE INFORMATION
We believe that the proposed SOP will place an additional burden on the CPA by
requiring additional judgment concerning prospective cash flow information in state
ments which are prepared on a historical basis. This will force the accountant
into the role of being predictive in addition to the traditional role of reporting
on the historical information contained in historical financial statements. The
committee does not believe that CPAs should be placed into the position of being
predictors of the future in historical financial statements.
FINANCIAL FLEXIBILITY
The disclosure concerning financial flexibility will now require businesses to
prepare cash flow projections. It has been the experience of many of the committee
members that their nonpublic clients do not prepare cash flow projections, and
therefore, the CPA will usually be the preparer of the projections, which will
again add cost to the business without a perceived significant benefit. Cash flow
projections are very subjective and require you to predict future events. Also,
the further in time you project, i.e. three months, six months, etc., the more you
rely on guessing the future and the more unreliable the projection becomes. It
will then be difficult to convince management to disclose a course of action based
upon a "what if?", especially if the "what if?" is ten months in the future and is
only reasonably possible.
The committee feels that if nonpublic entities are currently experiencing or
are expected to have cash flow problems, then the accountant should consider the
current standards concerning the going concern issue. If the standards do not pro
vide adequate guidance regarding the going concern issue, then that should be ad
dressed separately and not in this SOP.
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DISCLOSURE IN COMPILATIONS AND REVIEWS

In compilations and reviews, the accountant is under no duty to search for
information unless there are obvious material errors. When performing a compila
tion, the CPA reads the financial statements. When performing a review, the CPA
performs inquiry and analytical review procedures. How is the accountant to apply
this SOP in these limited engagements? We believe there will be numerous situ
ations in which this SOP will not be complied with in compilations and reviews due
to the accountant's limited exposure to the information underlying the financial
statements.
We appreciate the opportunity to offer these comments and would be pleased to
discuss our comments with you.
Sincerely

Paul J. Murman, Jr., Chairman
Virginia Society of CPAs
Accounting and Auditing Procedures
Committee

Federal Farm Credit Banks
Funding Corporation

10 Exchange Place. Suite 1401
Jersey City, New Jersey 07302
201/200-8000

July 30, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Re:

Proposed SOP - Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility

Dear Mr. Gill:
On behalf of the 14 Banks of the Farm Credit System (System), I welcome the opportunity
to express the System Banks’ views with respect to the proposed statement of position
(SOP) entitled "Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility."

While the System generally supports a discussion in the Management’s Discussion &
Analysis (MD&A) of information required by the proposed SOP, the System opposes the
requirement that such disclosures be required in the notes to the financial statements.
Background Information about the Farm Credit System

The Farm Credit System is a nationwide system of lending institutions and affiliated
service and other entities. Through its 14 Banks and approximately 250 lending
Associations, the System provides credit and related services to farmers, ranchers,
harvesters of aquatic products, rural homeowners, certain farm-related' businesses,
agricultural and aquatic cooperatives (or to other entities for the benefit of such
cooperatives), and rural utilities. System Banks and Associations are not commonly
owned or controlled. They are cooperatively owned, directly or indirectly, by their
respective borrowers.
The System obtains funds for its operations primarily from the sale of Systemwide debt
securities.
These debt securities, which consist of Federal Farm Credit Banks
Consolidated Systemwide Bonds, Federal Farm Credit Banks Consolidated Systemwide
Discount Notes, Federal Farm Credit Banks Consolidated Systemwide Medium-Term
Notes, and certain debt securities which may be and are issued by the Banks, are the
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joint and several obligations of the System’s 14 Banks. These debt obligations are, for
the most part, actively traded in the secondary bond market.
System institutions are Federally chartered under the Farm Credit Act of 1971, as
amended, and are subject to regulation by a Federal agency (the Farm Credit
Administration). The System combined financial statements and the separate financial
statements of System Banks and Associations are prepared in accordance with generally
accepted accounting principles.

As of March 31,1993, the System’s assets totaled $62.3 billion, with $50.8 billion of such
assets being net loans. At March 31,1993, publicly-traded Systemwide debt obligations
aggregated $52.3 billion.

The comments which follow are the result of a thorough consideration of the financial
reporting requirements related to certain significant risks and uncertainties and financial
flexibility of System institutions, derived in consultation with the System’s 14 Banks.
Certain System institutions may also be submitting comments separate from this letter in
order to address specific issues not discussed or to clarify or emphasize positions
expressed herein.
General Comments

We believe that disclosures with respect to the uncertainties and risks and financial
flexibility contemplated under the proposed SOP may, in certain circumstances, provide
important information to readers of the System entities’ financial statements. However,
we believe that such information, if significant, would currently be discussed in
Management’s Discussion and Analysis (MD&A). We believe that MD&A would be the
more appropriate vehicle for disclosure of the information contemplated by the proposed
SOP.
As you are aware, MD&A presents a qualitative discussion regarding the reporting entity’s
financial position. The nature of MD&A is more subjective as compared to the notes to
the financial statements since it provides for the discussion of the qualitative factors
underlying the financial position of the reporting entity and affords an opportunity to
supply other information as is necessary to allow the reader of the financial statements
to gain an understanding of the reporting entity’s current financial position and
circumstances or trends that may impact future results and financial position. We believe
the information required by the SOP fits more comfortably in the framework provided in
the MD&A.

The very nature of the information required by the SOP is subjective and would be
dependent upon interpretation and judgment. This could lead to inconsistency in
reporting by different entities where circumstances are similar. The general nature of the
information contained in the notes to the financial statements is that it is more objective.
If these disclosures were included in the notes to the financial statements, we believe this
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could place an unnecessary burden on not only System entities but the independent
accountant who would become responsible for auditing this subjective information. The
current task of auditing concrete and tangible financial information already is complex; to
audit information derived from subjective judgments would magnify the difficultly of such
task. The time incurred by the independent accountant could be significant as extensive
procedures would need to be performed to determine the ranges of risk related to various
potential outcomes of the uncertainties that exist. In today’s litigious environment both
preparers of the financial statements and the independent accountant seem to better
understand that 20-20 hindsight can make information, which is subject to estimation and
interpretation, inaccurate and misleading despite the best efforts to interpret and disclose
as accurately as possible these risks and uncertainties.

Also, all Farm Credit System institutions are required by regulation to present an MD&A
as part of their annual report. Some of the disclosures considered in the proposed SOP
are already required by regulation to be reported in System entities
*
MD&A. If this
proposed SOP were finalized, System entities may be required to disclose certain
information in both MD&A and the financial statements, potentially resulting in
unnecessary duplication.
Conclusion
We are generally opposed to the requirement of the proposed SOP to include in the notes
to the financial statements information relating to uncertainties and risks and financial
flexibility. This information is subjective and arbitrary by nature and accordingly difficult
to appropriately present in the notes to the financial statements and may create
unnecessary audit issues since the information is inherently difficult to verify. We believe
to the extent that circumstances, as contemplated by the proposed SOP, exist which may
potentially be significant and thus may have either a current or future effect on the
financial position of the reporting entity, such circumstances may be more appropriately
addressed and discussed within the framework of MD&A.

The System Banks appreciate this opportunity to comment on the proposed SOP and
sincerely hope such views are helpful to the AICPA. I will be pleased to answer any
questions the AICPA may have regarding the views presented herein.

Very truly yours,

H. John Marsh, Jr.
Managing Director System Accounting and Financial Reporting

HJM:je

Lisie, IL 60532-4JO/

708/719-7209
FAX: 708/719-7277

Interlake
John P. Miller
Controller

July 29, 1993

Mr. Frederick Gill
Accounting Standards Division, File 4290
American Institute of CPA's
1211 Avenue of the Americas
New York, NY 1003-8775

Re:

Proposed Statement of Position: Disclosure of Certain
Significant Risks and Uncertainties and Financial
Flexibility

Dear Mr. Gill:
Please find attached my comments on the proposed SOP. We view the
potential disclosure required by the SOP as particularly burdensome to a
company like Interlake and potentially misleading to users of the
financial statements.

I would be happy to discuss this at your convenience.
Regards

John P. Miller

JPM:pea
Att
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EXPOSURE DRAFT
DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES
AND FINANCIAL FLEXIBILITY
The AICPA has issued an Exposure Draft outlining a proposed Statement of
Position (SOP) addressing the disclosure of certain significant risks and
uncertainties and financial flexibility. The SOP would require financial statements
to disclose the risks and uncertainties existing as of the date of the statements in the
following areas:
Nature of operations - including a description of major products and
services, and markets, and their relative importance

Use of estimates in preparation of financial statements
Certain significant estimates, when it is at least reasonably possible that
the estimate will change in the near term and the effect of such
change would be material to the financial statements

Current vulnerability due to concentrations or lack of diversification,
in areas such as assets, liabilities, sources of revenue or sources
of supply
Financial flexibility, if it is at least reasonably possible that the entity
will not have the ability over the near term to pay its expected
cash outflows without taking certain actions

The requirements of the SOP would apply to all organizations preparing financial
statements in accordance with GAAP, Including public and private corporations, non
profit and governmental organizations. The additional requirements of the SOP will
place significant additional burden on those preparing and auditing financial
statements. Some of the requirements are subjective, and could expose officers and
accountants to liability if the courts took an unfavorable view of what it was
'reasonable' for management to know when the accounts were prepared. A certain
level of understanding of the nature of financial reporting, including the fact that
estimates are a necessary component of such reporting, has to be imputed to users
of financial statements. The alternative is to provide copious detail and risk burying
useful information in overwhelming detail.

Publicly-traded operations are subject to SEC reporting requirements, which
already provide for extensive disclosure through the MD&A. If disclosures on nature
of operations, current vulnerability due to concentrations and financial flexibility are
presented as part of the financial statements, additional work will be required before

public accountants can form an opinion, which will tend to increase the audit costs,
without necessarily adding significantly to the usefulness of the information
presented to users.

Information about location of principal markets is more specific than the
geographic segment data required of public enterprises under FAS 14.
Disclosure of certain significant estimates on a criterion of 'reasonable
possibility' presents too much opportunity for litigants armed with hindsight. 'More

than remote but less than likely' is vague, so that any undisclosed change in an
estimate that did take place with unfavorable consequences could provide grounds
for a breach of duty or malpractice complaint. A significant increase in audit scope
will be required to satisfy auditors that all reasonably possible, material changes to
estimates have been considered. Proprietary information could be required to be
disclosed, thus giving advantage to customers or competitors. This standard could
require Interlake to disclose amounts capitalized for engine programs, as well as
percentage of completion contracts in the handling businesses, though neither might
be considered as material to the business as a whole.
Financial flexibility disclosures could precipitate cash flow problems by
weakening supplier confidence and restricting available trade credit, or by causing
customers to place business elsewhere. The requirement to disclose which of several
actions to deal with a cash shortage is favored could prejudice use of alternative
actions, and again could expose management/auditor to legal risk if subsequent
efforts to obtain financial flexibility are unsuccessful and the business fails.

In conclusion, while many of the examples of disclosure presented in the paper
appear to be reasonable, taken overall the costs of implementing the standard will not
necessarily be outweighed by the benefits gained from improving the quality of
decision making by third parties, particularly when the costs include not only
preparing and reviewing the information but also defending lawsuits that may arise
later.

EMF
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Stephen F. Perry, P.C
CERTIFIED PUBLIC ACCOUNTANT
1857-A FORT MAHONE STREET
P.O. BOX 1876
PETERSBURG. VIRGINIA 23805
(804) 732-6555
FAX (804) 732'7035

MEMBER VIRGINIA SOCIETY OF
CERTIFIED PUBLIC ACCOUNTANTS

MEMBER AMERICAN INSTITUTE
OF CERTIFIED PUBLIC ACCOUNTANTS

July 29, 1993

Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY
10036-8775
Mr. Gill:

I am writing to object to the SOP Exposure Draft "Disclosure
of Certain Significant Risks and Uncertainties and Financial
Flexibility."
While disclosures are a necessary and vital area of a CPA's
role regarding financial, the disclosures and estimates in the
above ED go beyond the reasonable realm of our responsibility.
Disclosures for estimates provides no useful information to a
reader of financial statements that the reader does not already
know. If a reader of financial statements needs the information on
estimates in the ED, management should provide the information in
supplementary data not a part of the basis financial statements.
What I find especially onerous are the disclosures for
vulnerability and financial flexibility. While the information for
these disclosures may be readily available for the Fortune 500
companies and their auditors, this type of information is beyond
the ability of most clients and their auditors. Promulgating such
requirements serves only to alienate the smaller firms from the
AICPA and, more tragically, will increase the number of CPAs being
sued in court over exercises in judgement.

Thank you for taking the time to consider my view.

Sincerely,

Stephen

Perry, CPA

Chevron Corporation
225 Bush Street, San Francisco, CA 94104
*4289

D. G. Henderson
Vice President and Comptroller

July 27,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
Chevron appreciates the opportunity to comment on the Exposure Draft, "Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility."
In general, we disagree with the AcSECs assessment of the need for the proposed
Statement of Position. The areas of disclosure and financial reporting covered by this
Exposure Draft are, for the most part, redundant with existing GAAP and SEC reporting
requirements. We strongly agree with the four dissenting members of AcSEC that the
proposed SOP would introduce unnecessary and additional subjectivity into financial
statements and would fail to provide benefits for users sufficient to justify its economic
burden.

As a public company and issuer of audited financial statements, we support the need for
guidelines which promote consistency of financial disclosure and feel that current GAAP and
SEC reporting requirements achieve this goal. We would encourage the AcSEC to
reconsider the need for the proposed SOP in light of the strength of dissent within AcSEC
as well as the lack of support from users and preparers of financial statements such as
ourselves.

State OF WISCONSIN
Department of Administration

Mailing address:
Post Office Box 7844
Madison, WI 53707-7844

101 East Wilson Street. Madison, Wisconsin

Tommy G. Thompson
Governor
James R. Kiauser
Secretary

July 29, 1993
Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290 AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
RE: AICPA Exposure Draft - Proposed Statement of Position (SOP), Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill:

We have reviewed the American Institute of Certified Public Accountants
(AICPA) Exposure Draft titled. Proposed Statement of Position - Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility and
concur with the minority view, We feel that the proposed statement will
increase the responsibility for preparers and independent accountants without
significantly enhancing the overall usefulness of the financial statements.

Nature of Operations
The Governmental Accounting Standards Board (GASB) Codification of
Governmental Accounting and Financial Reporting Standards (Codification)
Section 2200 requires at a minimum, that the contents of a government's
Comprehensive Annual Financial Report (CAFR) include an Introductory Section.
The Introductory Section's intent is to familiarize the report reader with the
organizational structure of the reporting government's financial activities
and the factors that influence these activities.
It further provides future
oriented predictive information such as economic forecasts and discussions of
future initiatives. The Introductory Section provides information that
enables the report user to become familiar with the operations and diversity
of government.

As presented in the SOP, Paragraph 14, the requirements of the SOP do not
conflict or change other disclosure requirements existing in current
literature.
Given this underlying approach of the SOP, and the requirements
of GASB Codification Section 2200, we question the necessity for additional
footnotes disclosing information about State government operations when this
information is currently required.

We doubt whether providing additional information, and in certain instances
redundant information, is (1) helping the reporting government in becoming
publicly accountable, and (2) assisting the government report reader in
assessing that accountability.
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Certain Significant Estimates
Paragraph 16 of the SOP states that "Whether an estimate meets the criteria
for disclosure does not depend on the amount that has been reported in the
financial statements, but rather on the materiality of the effect that using a
different estimate would have had on the financial statements." This implies
that analysis would have to be made using various estimates in order to
determine if disclosure is required.
This will increase time of preparation
that may not result in disclosure.

We feel that the threshold of "reasonably possible" is too low and may result
in speculation rather than beneficial disclosures. As stated in Paragraph 30
of the SOP, "... something that has only a reasonably possible chance of
occurring obviously might not occur." Reliance by the report reader on
disclosures based on a "reasonably possible" criteria could lead to
unrealistic expectations regarding the completeness of the information.
Section 100 of the GASB Codification states that financial reports should
"help users make comparisons among governments." Due to the broad guidance
provided by this statement, subjective judgment is involved in assessing the
need for disclosure.
This could interfere with the comparability of
statements from one government to another.

Current Vulnerability Due to Concentrations
The State of Wisconsin believes that for financial reporting purposes, many of
the disclosures required by the SOP, Paragraph 20, are already encompassed by
existing GAAP literature for governments. For example, the GASB Codification
Section 150, "Investments, including Repurchase Agreements,” and the GASB
Statement No. 3, "Deposits with Financial Institutions, Investments (including
Repurchase Agreements), and Reverse Repurchase Agreements" require disclosures
about concentrations of credit and market risks resulting from investments
owned by governmental entities.
In addition, while the pronouncements in this
example address credit risk and market risk, they do not address other risks
discussed in the SOP.
Providing all disclosures required by the SOP would be
far too extensive and the cost of implementing them would be excessive.
Financial Flexibility

Paragraph 26 of the SOP requires "a discussion of management's expected course
of action when it is reasonably possible that the entity will not have the
ability over the near term to pay its expected cash outflows without taking
certain actions."
The State of Wisconsin includes in its CAFR information
regarding its anticipated issuance of general obligation bonds and operating
debt in the Letter of Transmittal.
This is based on a cash forecast.
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Some states do not
incurred to assess
cash forecasts are
possible” is vague

currently prepare a cash forecast. Additional cost may be
the need for disclosure under some circumstances. Although
not required by the SOP, the criteria of "reasonably
enough to suggest that one should be done.

Conclusion

Codification Section 100.172 describes the limitations of financial reporting
as "... only one source of information needed by users to make decisions about
state and local governments.” It further suggests that users of financial
statements are expected to make decisions based on a combination of
information provided by financial reporting and other pertinent information
such as general economic and political environments.
The SOP as written is
predictive in nature and shifts this responsibility of the reader to the
preparer.
The broad guidance provided leaves too much room for subjectivity
and speculation while the benefit derived is questionable.

GASB Concepts Statement No. 1, Objectives of Financial Reporting, notes in
part that "financial reporting should assist users in assessing the level of
services that can be provided by the governmental entity and its ability to
meet its obligations as they become due.” Financial statements and
accompanying footnotes as well as other statistical and supplemental
information required by current GAAP for governments that are contained in
governmental financial reports provide information, current trends and
conditions that help the report user assess a government's accountability.
Financial reporting largely reflects the effects of past transactions and
other events that have already affected the reporting governmental entity.
The underlying principle of the SOP, we feel, is to provide the report user
with additional information with which the user can form expectations and make
predictions. We feel that providing such additional data is a function of
financial analysis and not of financial reporting. Financial reporting is but
one source with which users can extrapolate information to make decisions.

We urge the AICPA Accounting Standards Executive Committee to reject the
proposed statement of position.
Providing this type of information is beyond
the scope of financial reporting and is better left to financial analysts.
The broad guidance and definitions as set forth in the SOP may lead to various
interpretations and subjective judgments leading to a loss of comparability.
The costs of implementing the SOP will outweigh the benefits.
If there are any questions regarding this response contact George Kiehl at
(608) 266-9446 or Mary Sommerfeld at (608) 266-2291.

Sincerely

William J. Raftery
State Controller

Hass
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July 28, 1993
Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Re: Exposure draft - Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill:
After having reviewed the contents of the above referenced exposure
draft, I would like to offer the following comments:
1) The thrust of this proposal would be particularly burdensome on
the non-public entities that typically have limited resources with which to
comply with requirements of this type.
2) The SOP expands upon the provisions of existing standards, Fas
5, Fas 105, etc., in certain cases before the impact of these pronouncements
can be measured.

3) The nature of the proposed estimates and evaluations is, in cer
tain cases, highly subjective and vulnerable to challenge in subsequent
periods.
4) It is my belief that current standards accomplish the goal of
providing the reader of financial statements with sufficient Information with
which to reach an informed decision about the financial position of an
entity.
The additional cost of complying with these proposed standards will
not be offset by the additional benefit, if any.

It seems as though ACSEC, through this proposal, is placing an
undue burden on a large segment of the accounting profession and its clients
by potentially shifting the burden of interpreting financial data and assess
ing risk from the shoulders of the users of financial statements to the
issuers and their accountants.
I believe that this proposal should be rejected or at the very
least be amended to exclude non-public entities.
Thank you for your
consideration.
Sincerely,

John C. Borden, III
C.P.A.
JCB:lar
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Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, N.Y.
10036-8775
Attn:
RE:

Frederick Gill, Senior Technical Manager

Exposure Draft on Disclosure of Certain Significant Risks and
Uncertainties and Financial flexibility.

The Michigan Municipal Finance Officers Association (MMFOA), through its
Accounting Standards Committee, has reviewed the exposure draft referenced
above. Due to the composition of our organization, our response will be
focused on its applicability to governmental entities.
In general, the MMFOA supports the goal of the SOP to provide users of
financial statements with information to assess risks and uncertainties that
could significantly effect future operations of the entity.

More specifically, as to the five disclosures proposed we concur that all
entities, both governmental and private, should meet the first two requirements.
The disclosure of the nature of the entities operations and that estimates
are used in the preparation of the financial statements is appropriate and
should not cause any entity undo hardship.
The remaining three disclosures, certain significant estimates, vulnerability
due to concentrations and financial flexibility are all appropriate under
certain circumstances. However we do not agree that the measurement for those
circumstances should be "reasonably possible". The use of a standard this low
will cause significant difficulties for smaller governmental agencies which do
not have the staff to accumulate the data necessary to make the disclosure.
Additionally, there may exist a high degree of probability that an inaccurate
disclosure of negative information may be made as it relates to concentrations.
A governmental unit may disclose the "reasonably possible" (slightly higher
than 10Z) closure of a significant taxpayer when in fact circumstances are
extremely different.

The MMFOA would recommend raising the standard for disclosure to "reasonably
certain”.
The proposed definition of "reasonably certain" as used by the
MMFOA would be as follows:
After sufficient analysis management has concluded that an event
is significantly more likely than not to occur. This would
normally encompass events that have more than a 70Z to 75Z
probability of occurring.

Michigan
Municipal
Finance
Officers
Association

1675 Green Road
P.O. Box 1487
Ann Arbor, Michigan 48106
313 662 3246

July 28, 1993

Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, N.Y.
10036-8775

With the low threshold of "reasonably possible" judgements are required of
management that could easily be challenged based on hindsight and the inability
to gather accurate data from private companies. This low threshold also
encourages unrealistic expectations that the financial statements are complete
as to the disclosure of all risks and uncertainties. The combination of
these two items may result in a significant increase in the cost of audits
without a corresponding benefit to the users of the statements.
Additionally the lower threshold of disclosure for financial flexibility will
result in every unit of government making a blanket disclosure each year that
increases in taxes or cutbacks in expenditures are "reasonably possible" in the
near future. This will certainly dilute the effectiveness of the disclosure
and it will not provide any usable information to the external users of the
financial statements.
Thank you for the opportunity to respond to your proposed statement of position.
The MMFOA would be happy to provide additional input on this important matter
and looks forward to responding to future items that the AICPA puts forth.
Sincerely yours

James H. Vanleuven
President

JHV/rkc

Atlanta. Georgia 30346
Telephone 404 393-0650

Dean Hudson

Comptroller
the southern electric system

July 28, 1993

Mr. Frederick Gill, Senior Technical Manager

Accounting Standards Division

File 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10035-8775

Dear Mr. Gill:

The Southern Company appreciates the opportunity to respond to your Exposure
Draft on the Proposed Statement of Position ("SOP")," Disclosure of Certain Significant

Risks and Uncertainties and Financial Flexibility," on behalf of itself and its subsidiary
companies, Alabama Power Company, Georgia Power Company, Gulf Power Company,
Mississippi Power Company, Savannah Electric and Power Company, Southern Company

Services, Inc Southern Electric Generating Company, Southern Electric International,
Inc., and The Southern Investment Group, Inc., - collectively referred to herein as the

"Southern Companies."
The Southern Companies strongly disagrees with the proposed requirements of the
Exposure Draft and support the opinions expressed by the "Minority View" as
documented on pages 18 and 19 of the Exposure Draft. We also strongly support the

comments submitted by the Edison Electric Institute.

The Southern Companies believe public entities are already subject to extensive

disclosure requirements as prescribed by the Financial Accounting Standards Board's
accounting pronouncements and the Securities and Exchange Commission ("SEC" )

Management's Discussion and Analysis ("MD&A") requirements. In our opinion, to move
information that is already reported in the MD&A to the financial statement footnotes is

duplicative and unnecessary.

The Southern Companies strongly recommend that public

entities subject to SEC reporting requirements be exempt from any requirements of a final
SOP.

Respectfully submitted

The Southern Company

W. D. Hudson, Comptroller

Pennsylvania Power & Light Company
Two North Ninth Street • Allentown, PA 18101-1179 215/774-5151

July 28, 1993
Ronald E. Hill
V/ce President and Comptroller
215/774-5646

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Comments on Proposed Statement of Position
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Frederick:

Pennsylvania Power & Light Company (PP&L) is an operating electric utility
serving approximately 1.2 million customers in central eastern Pennsylvania.
Revenues for 1992 were $2.7 million, assets at December 31, 1992 were $8.2 billion
and the net income for 1992 was $347 million.
PP&L submits the following comments on the Proposed Statement of Position
entitled "Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility".

PP&L agrees with the comments filed by the Edison Electric Institute (EEI) and
fully supports EEl's conclusion that the proposed SOP does not add meaningful new
disclosures. PP&L also supports the minority view (Paragraph 32) that dissents from
the issuance of this proposed SOP.
As a result, PP&L believes that the proposed SOP is not necessary and should
not be issued.

Very truly yours,

# 211

PERRIN
Certified

McMillan
Public

& Miller
Accountant

July 28, 1993

Mr. Frederick Gill, Senior Technical Mgr.
Accounting Standards Division
File 4290
AICPA
Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft, Proposed SOP,
"Disclosure of Certain Significant Risks
and uncertainties and Financial Flexibility"

Dear Sir:
Perrin, McMillan & Miller believes this proposed statement of position should not be issued
as a final document in any form, and this AcSec project should be canceled.
Perrin, McMillan & Miller agrees with the minority view; the exposure draft should not have
been issued, and with respect to the specific reasons for dissent described in paragraph 32.

Perrin, McMillan & Miller believes that this proposed statement recklessly expands preparer
liability for reporting subjective judgements of future events. We also believe that the cost
to our clients for our compliance with this statement far exceeds what we perceive as
minimal benefit to financial statement users.

We believe that this pronouncement has been presented without adequate notification or
distribution. We only became aware of this pronouncement through a chance mention by

E. Lawrence Perrin, CPA
Partner-in-charge
Member American Institute
v
Certified Public Accountant
Private Companies Practice Section
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Carolina Power & Light Company
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PAUL S. BRADSHAW
Vice President
and Controller

July 28, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY
10036-8775
Dear Mr. Gill:
Carolina Power & Light Company (CP&L)submits its comments in response to the exposure draft
of a proposed statement of position (SOP), Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility."

CP&L believes that the information addressed by the various elements of the proposed SOP is useful
information. We are not convinced, however, that the notes to the financial statements are the
appropriate means to communicate all the information.
Certain of the required disclosures are predictive in nature. For example, related to vulnerability due
to concentrations, paragraph 20 requires disclosure when "it is at least reasonably possible that the
events that could cause the near-term severe impact will occur." This is quite different from
disclosing a contingency pursuant to SFAS No. 5; under SFAS No. 5, a contingency would be
disclosed because there is a reasonable possibility that an asset has been impaired or a liability
incurred. In the former case, the event has not occurred, whereas in the SFAS No. 5 case, a
judgement is being made about the financial impact of an event that has occurred.
The example in the preceding paragraph raises a more fundamental question: What should the notes
to the financial statements address? It is clear that the financial statements, including notes, (1) are
not the only means by which users obtain financial information and (2) cannot contain all
information that is of interest to users. As an extreme example, a case could be made that all
information in Management’s Discussion and Analysis (MD&A) is relevant to using and
understanding the financial statements and, therefore, all MD&A should be repeated in the notes.

CP&L believes that the notes to the financial statements should not include disclosures that are
predictive in nature; users generally can and should obtain such information from other sources.
Accordingly, we recommend that the proposed SOP be revised to exclude the disclosures for "Current
Vulnerability Due to Concentrations
*
and "Financial Flexibility."

CP&L appreciates the opportunity to comment on the proposed SOP. We would be pleased to
provide any clarification or additional information needed.
Yours very truly,

JAB/ps
SOPRESPO.WPF
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290, AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Frederick:
The Lower Colorado River Authority’s (LCRA) Accounting Department has recently completed a review
of the AICPA’s proposed Statement of Position (SOP) entitled "Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility." The following discussion summarizes our concerns with
the proposed SOP.
Overall we concur with the first two disclosure requirements concerning the "nature of operations
*
and
"use of estimates in the preparation of financial statements." However, we are concerned about the
unnecessary redundancy created by the latter of these two disclosure requirements.
Under SAS No. 58, Reports on Audited Financial Statements, auditors are required to disclose within
their opinion letter "that an audit includes assessing accounting principles used and significant estimates
made by management." Additionally, many publicly held business enterprises and governmental entities
now include management reports or transmittal letters in annual reports which include statements that
estimates and assumptions are required to prepare financial statements in conformity with GAAP. The
AcSEC acknowledges this redundancy, but believes the disclosure should be mandated and included in
the notes to financial statements. They also expect this disclosure to evolve into a standardized
disclosure.

Such a standardized disclosure would add little or no value. An investor/creditor is more likely to place
reliance on the fact that estimates were assessed by the independent auditor as disclosed in their
independent auditors’ report.

In addition, the criteria proposed to determine a reporting entities’ need to disclose "certain significant
estimates" will require auditors and financial, statement preparers to make speculative judgements. The
exposure draft notes that this SOP is intended to supplement the disclosure requirements of FASB
Statement No. 5, Contingencies and GASB Codification Section C50, Claims and Judgements, which
requires reporting entities to disclose certain loss contingencies. However, it does not require disclosure
of quantitative information beyond those required by FASB Statement No. 5.
If a loss contingency meets the criteria for disclosure under both Statement No. 5 and paragraph 12 of
the SOP, the SOP further requires disclosure that it is at least reasonably possible that future events
confirming the fact of the loss will occur in the near term. The mere disclosure of a contingency under
FASB No. 5 should alert users to risks and uncertainties about the reporting entity. Adding subjective
judgements to the disclosure requirements could easily be challenged based on hindsight and encourage

Lower Colorado River Authority

PO. BOX 220

AUSTIN. TX 78767-0220

512 473 3200

512 473 3298 FAX

financial statement users to have unrealistic expectations regarding the completeness and accuracy of the
information disclosed.

Regarding the disclosure of "concentration vulnerability," the exposure draft states in paragraph 23 that
"if the risk or uncertainty is evident from the description of the concentration, no further explanation is
necessary." Compliance with this disclosure requirement involves subjective judgement. Financial
statement users have varying degrees of sophistication which makes it difficult to judge when additional
explanations are required.
The additional disclosures required by this proposed SOP place responsibilities on preparers that exceed
the requirements of FASB Statement No. 105, (Disclosure of Information about Financial Instruments
with Off-Balance-Sheet Risk and Financial Instruments with Concentrations of Credit Risk) and GASB
Statement No. 3, (Deposits with Financial Institutions, Investments including Repurchase and Reverse
Repurchase Agreements). Furthermore, Statement No. 105 has not been in effect long enough to
measure its effectiveness.

Finally, paragraph 26 cites the criteria for disclosure of a reporting entities "financial flexibility;"
however, paragraph B-48 indicates that the AcSEC has decided not to require all reporting entities to
discuss this issue because of cost benefit considerations. There is no indication in paragraph B-48
concerning what entities will be excluded from this requirement. Paragraph B-49 suggests that
governmental entities may be excluded, but this is not clear.
We appreciate the opportunity to comment on this exposure draft. Please call if you have any questions
or concerns.

Sincerely

mer
Michael Vollmer
Manager of Corporate Accounting and Controller

CC:

Mark Rose, General Manager LCRA
Danny F. Vance, General Manager TRA

KesslerOrleanSilver
& COMPANY, P.C.

July 29, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
We are writing in response to the exposure draft of the Proposed Statement of
Position (SOP) Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility issued March 31, 1993 by the Accounting Standard Executive
Committee (AcSEC) and the Risk and Uncertainties Tax Force of the American
Institute of Certified Public Accountants (AICPA).
Paragraph three (3) indicates application "to all entities that prepare financial
statements in conformity with generally accepted accounting principles (GAAP)'
(emphasis added). As a firm which handles small, closely-held businesses as well
as a number of not-for-profit entities, we find that it would place an
unnecessary burden on both us and our clients to prepare and present this
information on non-public businesses. To require more disclosure than that which
is currently required by the Securities and Exchange Commission (SEC) of public
companies is onerous and a little, if any, cost benefit to our clients and those
who read their financial statements.

We currently prepare a number of government audits, whose requirements for
reporting are constantly growing and involving. To adopt this SOP as it exists
would create reports that are more unreadable to the public than they are in
their present state. Additionally, this does not even touch upon the reporting
requirements of single audits.
When small businesses have audits or reviews, it is generally tied into debt
financing as a requirement of procurement or maintenance. The business owners,
the lenders and the accountants are all involved in this process and interact
accordingly.
Often, the lender will ask for additional information which is
usually provided. Additionally, the business owner will usually be required to
make personal guarantees as a means of attaining the financing requested. Public
companies are not in this position.
This SOP would require the disclosure of
information which is usually acquired through face to face meetings and is often
unusable to any others who might read the non-public companies' financial
statements.
This SOP would place an unconscionable burden on the independent
accountant to remain both independent and not liable should a "reasonably
possible" event take place which was not foreseen.

-Continued-

CERTIFIED PUBLIC ACCOUNTANTS
7400 North Oak Park Avenue
Niles, Illinois 60714
(708) 647-6600
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Paragraph three would also apply "the disclosure requirements to the financial
statements for the most recent fiscal period presented".
If comparative
financial statements compare balance sheets, statements of income, retained
earnings and cash flows, and foot note disclosures, then why not also remain
comparative on the disclosures required by this SOP? Wouldn’t the ability to
compare some of the proposed disclosures made at a prior recording date provide
as much insight when compared to the following periods actual results as
incomparable estimates? Wouldn’t the comparison provide the reader with a better
understanding as to how an entity thinks? Wouldn’t it overconfuse readers by not
comparing all aspects of financial statements?

Application of this SOP to all not-for-profit entities is not reasonable as some
require audits only to meet state regulations regarding levels of donations.
These audits exist to insure the state that the entity is fulfilling its stated
purpose and to protect the public. Requiring possible additional reporting on
a "reasonably possible” criteria may not be possible in the event any or all
funds are received from government agencies as that information may not be
readably and timely available.
"Reasonably possible” is a term which could mean anything, yet AcSEC would have
accountants use this standard of measure for advising their clients as to whether
or not disclosures should be made.
If the client disagrees, would a situation
exist based on this level of adjustment whereby an accountant needs to withdraw
from the engagement?
Even if the client met all SEC requirements?
Is the
profession so afraid of lack of disclosure that we will overdisclose and possibly
mislead?
That possibility is not just reasonable, it is probable as lawyers
would readily attest to on behalf of their clients.

Though our firm does not handle any business entities which are subject to
reporting to the SEC, it seems apparent that this SOP would require non-SEC
entities and non-profit organizations to report at such a level as to exceed that
required by the SEC.
While the theoretical thought behind this SOP may be
altruistic, it is unreasonable, impractical and a potential legal set of cement
shoes that our profession cannot afford. We are in agreement with the minority
view as presented on pages 18 and 19 of the exposure draft and urge the AcSEC to
strongly reconsider the scope of applicability of this SOP.
We appreciate your consideration of our comments on the exposure draft of the SOP
and thank you for the opportunity to promote changes to it.
If you have any
questions regarding the views presented, please contact us.
Sincerely

Steven P. Kessler
Certified Public Accountant
SPK:lak

Civic Center

City of
Thornton
9500 Civic Center Drive
P.O. Box 291220
Thornton, Colorado 80229-1220

July 28,1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290, AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

RE:

Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

Dear Mr. Gill:

Thank you for the opportunity to respond to the proposed Statement of Position,
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility".
In addition to this letter, there are four pages of comments to the Exposure Draft.
I replied as suggested by referencing the paragraph and/or illustrative example.
I did not specifically respond to Appendix B, Background Information and Basis for
Conclusions.

To summarize the four pages of comments, I agree with the Minority View.
As a final recommendation, I would suggest that the AICPA and other standard
setting entities examine the amount and type of information already present in the
footnotes, determine which footnotes give truly useful information, and standardize
the format I would also suggest that for both past and present footnotes, standard
setting entities attempt to quantify terms such as "probable" and "reasonably
possible". Writing more standards will not necessarily provide an "early warning
system" but by quantifying what already exists would give the users greater
comparability between entities and a better analysis of true financial condition.

Janice Troster, CPA
Senior Accountant

cc:

Keith Tillman, Finance Director
Paul Nilles, Accounting Manager

File Name: /ul/finance/jinke/eicpajopl
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CITY OF THORNTON
9500 Civic Center Drive
Thornton, CO 80229
(303) 538-7577
Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility

Nature of Operations (Paragraph 10)

The services provided by the City are included in Footnote A, Summary of Significant
Accounting Policies, in our Comprehensive Annual Financial Report (CAFR) as well as
our Transmittal Letter in the front of the CAFR. The financing of services and related
expenditures are shown in table and pie chart form in the Transmittal Letter. The cost
would be minimal to move this information to the footnotes.
Use of Estimates in the Preparation of Financial Statements (Paragraph 11)

The City discusses in detail, accrual and modified accrual accounting but does not
specifically mention estimates. The cost would be minimal to include a two sentence
paragraph in Footnote A, Summary of Significant Accounting Policies.
Certain Significant Estimates (Paragraphs 12 through 19)

FASB Statement No. 5 uses "probable" to determine if a contingency needs to be accrued.
Probable is defined as "the future event or events are likely to occur". Reasonably
possible ("...more than remote but less than likely") used in this SOP significantly lowers
the criteria for reporting. The difficulty with "reasonably possible” or any English term
is how to quantify it Given the current economy and business environment, everything
could be considered reasonably possible. The second criteria, materiality, should always
be a consideration so its inclusion does not limit the scope.

Paragraph 16 is difficult to follow. The amount to be considered for meeting the
materiality of the Statement of Position (SOP) is the net change between what is
currently presented on the financial statements and the estimate(s) not being presented
but considered reasonably possible. If the amount is immaterial (or "no amount") it
should not be disclosed. This disclosure is concerned with significant estimates where
the "effect of the change would be material to the financial statements". The last
sentence of paragraph 16 appears to be contradictory to paragraph 12.

The cost for Certain Significant Estimates disclosure could be high. Expertise outside of
the entity may need to be employed. Independent auditors may also increase their fees
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and Uncertainties and Financial Flexibility

for assistance in implementation or review and evaluation.

Illustrative Disclosures A.17 through A33 and A.47 through A56 are too vague. What
are the disclosures trying to communicate? What new information have they provided?
Does the company have a major problem? In the case of sophisticated users such as
bond counsel, bankers and educated investors, this extra information may be relied on
more heavily than "reasonably possible" warrants. If they read into the footnote and
imagine the "worst case" scenario, indirect costs of this footnote could be realized. If
bond counsel or bankers feel the entity is at high risk, bond ratings might go down,
bond insurance costs might go up, bonds might be discounted, loan rates might go up
and a bank might be unwilling to lend money. All of these possibilities which would
adversely effect an entity might happen based on an event that is "...less than likely" to
occur. In the case of an unsophisticated user such as an uneducated investor or a
taxpayer (in the case of a local government) the user will probably either 1) ignore the
information, or 2) will assume the entity is on the brink of bankruptcy. In either case,
I do not think they will understand its significance.
Illustrative Disclosure A.34 through A38 and A.44 through A.46 involve events that
have already occurred and should be footnoted. In A.34 through A38, the company will
incur a cost The amount is not definite but one possibility has been quantified. This
information is properly disclosed and beneficial to users. In A.44 through A.46, it
appears the entity may be a going concern. Does the Port have reserves to cover the
debt service payments? Do they have any other alternatives? Both of these questions
should be discussed in the footnote. I would like to point out however that these two
illustrations differ from the others presented. The events being discussed in these two
footnotes have already occurred.
Current Vulnerability Due to Concentrations (Paragraphs 20 through 25)

Disclosure appears to be modified by managements' beliefs based on past history as in
Illustrative Disclosure G. In Illustrative Disclosure H,, the City had to disclose percent
of revenues from two sources. There is no indication from the information given that
these companies are planning on closing or leaving the area. History may show the
companies have been there a long time and management has no indication that either
one is planning on changing operations. Why should this be disclosed? Illustrative
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Disclosure G indicated that the company has in the past suffered some work stoppages
due to union contract negotiation and yet no disclosure is necessary. I do not agree that
"it should always be considered reasonably possible that a customer, taxpayer, grantor
or contributor will be lost". Although one may be lost, another could take its place. If
there is no indication that either company has a change of plan, you would be confusing
the issue with disclosure. In Colorado, we are required to have a balanced budget Our
City is very careful to keep expenditures with revenues. If we lost revenues and none
were replaced, expenditures such as capital projects would be cut.
Financial Flexibility (Paragraphs 26 through 28)
Listed in the "Examples of expected courses of action that bear on financial flexibility..."
are several items which may not warrant disclosure, depending on the reason behind the
change. Restructuring loans may be done to take advantage of a lower interest rate.
Enacting new taxes or raising existing taxes may be necessary to service a fast growing
area or to build new roads or greatly improve current roads (and not to pay debt).
Reducing or eliminating services or programs may be done for greater economies of
scale such as fire consolidation to unite several cities existing in a certain radius.
Perhaps the need for a program has diminished or has been taken over by another
entity. Do you suggest that whatever the reason, all of these examples should be
footnoted?
When these issues relate to a possible going concern, independent auditors are relied on
to determine if the event(s) requires disclosure. Auditors are considered the experts and
their opinion is relied on by users. By reducing the criteria to reasonably possible, you
have expanded the subjectivity and placed the auditors in a difficult position.
"Reasonably possible" expands the possibility of lawsuits and auditor fees which increase
the entity's costs of implementing the statements.

From your examples, there are several which have merit that might increase the user's
understanding. Illustrative Disclosure C, F, G, H and I are acceptable. Illustrative
Disclosure A (A.87-A.91) should be either a "going concern" according to currently
established guidelines (FASB Statement No. 5) or should have no footnote. From the
past two year history and probably management's opinion, the company will continue
to operate as before. If this statement is included in the footnotes and the company is
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publicly traded, the stock price will fall and the entity could go bankrupt after investors
and creditors, respectively, have read this footnote. Disclosure B (A.92-A.96) is too
subjective. History has always been used heavily in the past to determine what will
happen in the future. Now, you want to disclose a situation when 1) in the past the
covenant was waived when the company was in violation, 2) the bank should have no
problem with alternative financing, 3)and the company is not currently in violation of
the loan covenant
Disclosure E (A.105-A.107) and J (A.136-A.138) do not give significant information. E
does not mention what would happen if they could not obtain a loan. J discusses a
normal course of business which should not need explanation in the footnotes.

Application of Disclosure Criteria (Paragraph 29 and 30)
In paragraph 29 you mention "their application requires considerable judgement". Do
you think the judgement of auditors and management will improve by lowering the
threshold from probable to reasonably possible?
In response to paragraph 30, there is no sense in reporting any of these items in the
footnotes unless it is probable that the event will occur. Not every event reported in the
footnotes does occur but the majority should occur or the reporting is too inclusive.
Footnotes need to contain useful information to the users. If you indude possible
concerns that don't occur, users may react differently than if the statement was not
present These statements could be cited by users as misleading because the users relied
on information presented when the chance of the event occurring is "...less than likely".

Minority View (Paragraph 32)
Depending on exactly who is allowed to vote, it appears that your minority is
approximately 21 to 27% of the members. That to me is significant I agree with the
minority view and feel their points are valid.
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Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:
I am submitting a response to the Proposed Statement of
Position - Disclosure of Certain Significant Risks and Uncertain
ties and Financial Flexibility. The response is a composite of my
comments as Technical Director of the State of New Jersey, Office
of the State Auditor, and those of a field manager, Mr. Richard
Nicomini.

The Accounting Standards Executive Committee has concluded
that disclosure in the notes to the financial statements in the
following areas would be beneficial to users of those financial
statements:
Nature of Operations
Use of Estimates in the Preparation of Financial Statements
Certain Significant Estimates
Current Vulnerability Due to Concentrations
Financial Flexibility
I concur with the general conclusions of the committee.
The
additional disclosures would assist users of financial statements
in developing enhanced financial analysis and in creating a greater
understanding of business and governmental entities.
The disclo
sure represent critical issues for public and private entities and
therefore its applicability should not be restricted.

RICHARD L. FAIR
State Auditor
(609) 292-3700
FAX (609) 633-0834

Frederick Gill, Senior Technical Manager
Page Two
July 28, 1993

Some of the issues and proposed requirements discussed in the
Statement of Position are already contained in annual reports
within management/transmittal letters,
segment information or
statistical tables and schedules.
It appears that this Statement
of Position would then duplicate certain significant disclosures in
the notes to the financial statements.
An issue for each required
disclosure is its length and placement in the notes.
The various
examples cited in the Statement of Position would not create an
undue burden on preparers and should not substantially increase the
size of the notes.
In regards to the placement of the proposed disclosures, I
believe they should be in note 1 since they relate to the entire
report, its limitations and potential for change.
Such placement
would obviously create additional
requirements
for auditors
rendering opinions on the financial statements.
This should not
cause excessive burdens or a substantial increase in audit costs.
The auditor should have a basic understanding of the business
environment, industry and economic conditions.
Concepts dealing
with estimates and their potential affect on significant operating
issues should be understood.
The auditor may need additional
information to ascertain future plans and alternatives in the areas
on vulnerabilities due to concentrations or financial flexibility,
but this data should be obtainable through discussions with
management.
In conclusion, the auditor should have the knowledge
and be capable of obtaining the information necessary to make a
professional judgment concerning the reasonableness of disclosures
required by this Statement of Position.
One concern I have involves management's potential reluctance
to divulge information which might be perceived as negative or
detrimental to their operations.
Such disclosures may be counter
productive to their needs and may result in somewhat slanted
disclosures or ones that lack full disclosure.
These situations
could place an auditor in an adversarial role.
I don't see any
alternative to this situation but the concern remains.
A final concern I have involves the due process of reviewing
these accounting standards by the FASB and GASB.
I believe these
two bodies should be integrally involved in issuing accounting
standards applicable to their constituencies.
This Statement of
Position appears to be superseding that process.
Following are my
individual comments and concerns to the specific requirements.

Mr. Frederick Gill, Senior Technical Manager
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Nature of Operations
This requirement would briefly identify major products,
services, markets and source of funds for governments.
Such
disclosures would be informative to financial statement users and
should highlight risks in the readers' mind associated with the
basic environment(s) the entity is involved with.
In the case of
government CAFRs more detailed information is normally presented in
management's letter of transmittal and in the description of fund
section in the combining statement portion of the report.

Use of Estimates

As noted in Appendix B of the Statement of Position, disclo
sure on the use of estimates is already contained in the auditor's
standard report. This Statement of Position requirement reiterates
this point and requires management to include the disclosure in
its' notes.
I concur with this requirement.
Certain Significant Estimates
Situations involving significant estimates would apply more to
public accounting than to governments.
Examples presented relate
to conditions where volatile estimates or circumstances could
occur.
In certain cases these volatile estimates can be disclosed
through ranges in accordance with FASB Statement No. 5.
In these
situations further disclosures would not be necessary.
Circumstances requiring alternate disclosures pursuant to this
Statement of Position should also require that factors surrounding
the estimates be made and not be voluntary as suggested in
paragraph 17 of the Statement of Position.
Disclosure of the
factors could enhance understanding of the potential change in the
estimate.
Identifying factors also provides creditability to the
disclosure.

Current Vulnerability Due to Concentrations
This is a significant disclosure area.
The examples in
Appendix A enhance the understanding of the parameters of the
disclosure requirements.
These examples should be added to the
final product.
The definition of "severe impact" is sufficiently
explained in paragraph 7 of the Statement of Position.
Judgment
would be necessary in deciding what conditions would result in an
outcome that is greater than a material event, but less than a
catastrophic event.

Mr. Frederick Gill, Senior Technical Manager
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I believe this area could have significant impact on govern
ment reporting.
Situations where heavy reliance is placed on a
type of tax, or revenue from an individual corporation in a local
community could be vulnerable.
Escalating costs in a given area
which is mandated or part of employee bargaining agreements, i.e.
health benefits could also affect the vulnerability of governments.
This area is an important addition to existing disclosure require
ments.
Users can benefit greatly from the disclosures.
Such
information should not be considered proprietary or confidential.
Although some information might be deemed sensitive, the disclosure
is required only in cases where a severe impact can result from an
event whose occurrence is reasonably possible.
This area identi
fies significant risks.

Financial Flexibility

A concern in the area of financial flexibility is with the
development of cash flow forecasts for those operations which
currently are not required to prepare cash flow statements.
Some
degree of cash forecasting will be necessary.
This should not be
viewed as an additional requirement, but rather as a normal
management tool to assess its ability to meet future cash demands.
As such, it should be a regular, recurring business practice. The
Statement of Position therefore is not placing a burden on
management.
Respectfully submitted

Thomas R. Meseroll, CPA
Technical Director
TRM:ez
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Mr. Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
The purpose of this letter is to express concern over the adoption of Statement of Position regarding
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility. Our practice has
represented small business clients for over 20 years and i have seen many changes in the financial statement
presentation and guidelines for the preparation of those statements. In many instances, promulgations by the
AICPA have been beneficial in addressing concerns of the general public and business community. In the
case of the aforementioned SOP, 1 believe the required disclosures not to be in the best interest of small
business.

My reasons for this opinion are that the scope of the requirements appear to be vague in many areas and
might cause the users of the financial statements more confusion than currently exists when reading the
financial statements. Additional risk will be incurred by independent accountants, since it appears to me to be
quite difficult to ensure that we have identified all risks and uncertainties and have disclosed adequate
information regarding such risks and uncertainties. The cost to the clients will be far in excess of their value,
in my opinion.
I would strongly urge this SOP not be adopted for the reasons stated above.

Sincerely,
SIMMONS, CARROLL, SUMMERS
ESTEP & WHISLER, CPAs

By W. Alan Simmons, CPA
WAS/kls

330

East Main St.

P.O. Box 1555

Muncie.

IN 47308

317-289-7851

FAX 317-747 0718

LEBSON & KNAUB
Certified Public Accountants
1700 REISTERSTOWN ROAD • SUITE 210 BALTIMORE. MARYLAND 21208-2936 • (410) 653-3073 • FAX (410) 653-1368

July 29, 1993

Accounting Standards Executive Committee
AICPA
Harborside Financial Center
201 Plaza III
Jersey City, NJ 07311-3881

Dear Committee Members:

We are writing you in regards to your recently proposed Statement
of Position on disclosure of risks, uncertainties and financial
flexibility.
We feel the additional disclosure requirements unfairly burden
nonpublic companies.
Our clients are attempting to survive tough
economic times and do not need the additional expense of these
disclosure requirements.
They, and possibly even the financial
statement readers, will receive no increased benefit, while costs
of accounting and auditing services would certainly increase.

We therefore strongly urge you to reconsider your position and
abort the final insurance of these onerous disclosure requirements.

Sincerely yours,

Lebson & Knaub
Certified Public Accountants
L&K/em
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Re: Proposed Statement of Position (SOP)
Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility
File 4290
Dear Mr. Gill:

We appreciate the opportunity to express our views on the exposure draft (ED) identified above.

Since Ernest Baugh of our firm is one of the four members of the Accounting Standards Executive
Committee (AcSEC) who dissented to the issuance of the ED, we will not repeat, but we do support, the
objections to the ED that are expressed in the minority view.
We are aware of the Special Report by the Public Oversight Board of the SEC Practice Section, AICPA,
IN THE PUBLIC INTEREST, and the AICPA Proposal for the Financial Reporting System, MEETING
THE FINANCIALREPORTING NEEDS OF THE FUTURE: A PUBLIC COMMITMENT FROM THE
PUBLIC ACCOUNTING PROFESSION, both of which include recommendations that AcSEC should
adopt a Statement of Position that requires increased disclosures by managements of the risks and
uncertainties that could affect their results of operations and financial condition.

We therefore offer the following comments for AcSEC’s consideration in its deliberation of any final SOP
that may be issued:

Mr. Frederick Gill
July 27,1993
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SCOPE
While we do not believe that there are conceptual or theoretical bases for excluding entities from the
required disclosures, we do believe there are practical and cost/benefit reasons for such an exclusion. We
believe that, in most cases, the users of the financial statements of smaller privately held entities have the
ability, and perhaps the duty, to inquire directly of management regarding the information that would be
required by these disclosures in their direct dealings with the entity. We further believe that the cost of
these inquiries would be relatively nominal to both parties. We also believe that the cost of determining
the disclosures necessary for compliance with the SOP for most privately held entities could be prohibitive.
We believe that a Public/Private split offers the advantages of being easily understood and having precedence
set by SFAS 21. However, we also believe that some users of private company financial statements may not
have the ability to deal directly with management. Also, if the SOP were only applicable to public
companies, it would accomplish very little since public companies are currently subject to Management's
Discussion and Analysis (MD & A) Disclosures under SEC regulations which are similar to those required
by the SOP.

We further believe that the concept of "public accountability" will be difficult to apply objectively and could
lead to inconsistent application among the same types of entities. We also believe that arbitrary size tests
are particularly unfair to entities that are only slightly above the excluded size and may lead to financial
manipulations to meet the exclusion test.
We, therefore, propose the following exclusion from the scope of the SOP based upon the use of the
financial statements.

Limited Use - If the distribution of the financial statements is restricted to use by the entity and to parties
with which the entity is directly negotiating, the financial statements would be excluded from the
requirements of the SOP.

General Use - If the

distribution of the financial statements is unrestricted, the SOP would be applicable.

We believe that such an exclusion is consistent with the needs of users, that there is precedence for the
exclusion in the attestation standards for prospective financial statements, and that such an exclusion may
be consistent with the proposals that are expected from the Special Committee on Financial Reporting.

We feel very strongly that small privately-held businesses should not be required to incur the costs necessary
to determine the need for the Significant Estimates, Cunent Vulnerability Due to Concentrations and
Financial Flexibility disclosures. We believe that there is a significant erosion of practice in financial
reporting - a movement from audits, reviews and full disclosure compilations to compilations without
disclosures and to tax returns in the non-public arena. This is due to the mounting costs of complying with
ever-increasing disclosure requirements and to competitive pressure among local banks for loans. We
believe that this trend is harmful to the profession and to the economy in general, and that the best way that
it can be reversed is through responsible discrimination in disclosure requirements.

Mr. Frederick Gill
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SUBJECTIVITY OF THE CRITERIA FOR DISCLOSURE
The requirements to disclose Certain Significant Estimates, Current Vulnerability Due to Concentrations
and Financial Flexibility are based on the reasonably possible results of events of which management should
reasonably have knowledge. We realize that these criteria are consistent with the requirements of SFAS
No. 5 and that AcSEC is unable to place restrictions on disclosure requirements established by FASB
standards. We believe, however, that SFAS No. 5 is primarily oriented toward requiring accrual of liabilities
and that if all entities strictly complied with the disclosure requirements of SFAS No. 5, this SOP would
probably not be necessary.

Reasonably Possible We submit that in the context of SFAS No. 5, "Reasonably Possible” is presented as the broad midrange of
a continuum from "Remote" (where nothing is required) to "Probable" (where accrual is required if an
amount is estimable). In the SOP, AcSEC appears to require disclosure of "reasonably possible" events
isolated from the continuum included in SFAS No. 5. We believe that this results in a disclosure threshold
that is unreasonably low, particularly for the Certain Significant Estimates disclosures where the effect need
only be material. We believe that because of this, virtually all estimates included in financial statements
could be considered as Certain Significant Estimates requiring disclosure.

Information... Of Which Management Is Reasonably Expected To Have Knowledge It has been said that SFAS 115’s requirements for the classification of assets according to management's
intent will require the use of "Psychoanalytical Auditing." In comparison, if this criteria survives, AcSEC
will be requiring "Disclosure by Divination."

We believe that the only definitive determination of "information of which management is reasonably
expected to have knowledge," at any point in time, will be made at a substantially later point in time by a
Trier of Fact following discussions and arguments by both plaintiff's and defendant's bar.
We, therefore, draw AcSEC's attention to the last paragraph in Chapter IV of the Special Report by the
Public Oversight Board:

"In making these recommendations, the Board urges those involved to be ever alert to the dangers
of creating expectations that cannot realistically be fulfilled by accounting and auditing. Efforts to
assure that regulators, financial statement users and the general public have a sound understanding
of what accounting and auditing can and cannot do will do much to answer allegations that
accountants and auditors have failed in meeting public expectations."

Preparers and practitioners must have a reasonably objective basis for determining that all required
disclosures are included. We therefore believe that the criteria must be based on "management's actual
knowledge of information." This would be consistent with the SEC’s MD & A disclosure requirements and
would be the only criteria that could possibly allow any determination that the disclosures are complete.
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It appears that the problems related to "information of which management is reasonably expected to have
knowledge" are exacerbated in the requirements for disclosure of Current Vulnerability Due to
Concentrations. Our reading of paragraphs 20 through 22 and the decision tree on page 63 indicates that
if, management should reasonably know of an event that could cause an unknown concentration to result
in a near-term severe impact, they should disclose:

.
.
.

a description of the unknown concentration.
a description of the adverse event.
an indication of the unknown concentration’s possible near-term severe impact.

While this situation is impossible in practice, it is very possible that the results of subsequent events will
provide a plaintiff’s attorney with convincing arguments that the preparer should have known of the
concentration and that therefore the adverse event should have been apparent.

FINANCIAL FLEXIBILITY
We believe that the section on Financial Flexibility should be omitted from any final SOP issued and that
AcSEC should undertake a separate project to determine the types of disclosures preparers should provide
regarding an entity’s ability to continue as a going concern.
The disclosures in financial statements are the responsibility of preparers who are only indirectly subject to
generally accepted auditing standards (GAAS). It is therefore counterintuitive to include requirements for
disclosures only in GAAS.

We believe that it is AcSEC’s responsibility, not the Auditing Standards Board’s, to establish GAAP. We
therefore suggest that AcSEC promptly establish a project to establish management’s responsibility to
disclose not only the negative matters covered by SAS 59 and the proposed Financial Flexibility disclosures,
but more broadly management’s responsibility to state its opinion of its status as a going concern. This
concept has recently been proposed in the United Kingdom in draft guidance entitled Going Concern and
Financial Reporting by The Institute of Chartered Accountants.

SUMMARY
In summary, we believe that the disclosures related to the Nature of Operations and the Use of Estimates
in the Preparation of Financial Statements would be informative without being excessively costly and
therefore should be required of all entities. We believe that the disclosures related to Certain Significant
Estimates and Current Vulnerability Due to Concentrations could only be cost beneficial in financial
statements intended for parties with which an entity does not expect to be directly engaged in one-on-one
negotiations. We further believe that whether or not there is an exclusion from the all inclusive scope of
the ED, the criteria for determining the necessity of the disclosures must be significantly more objective and
that the establishment of a criteria based on "information of which management is reasonably expected to

have knowledge" would be sheer lunacy.
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We also believe that Financial Flexibility should be deleted from any final SOP and that AcSEC should
undertake a project that would require disclosures by management regarding their consideration of the
appropriateness of the going concern assumption for their entities.
Please do not hesitate to contact the undersigned in our Chattanooga office if you should have any questions
regarding our comments.

Ernest F. Baugh, Jr.
For the firm

cc: Members of AsSEC
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
Salomon Inc appreciates the opportunity to comment on the proposed Statement of Position,
Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility (SOP).

Overall Comments
The AICPA appears to be addressing the accounting profession's desire to help avoid another
savings and loan crisis by requiring reporting entities to identify potential risks and exposures
in their financial statements. Its requirements, however, may have significant implications:
•

Because public companies satisfy many of the SOP's requirements with its Securities
Exchange Commission (SEC) disclosures, the SOP will have greatest Impact on non-public
companies. These companies would be required to disclose information that could be quite
burdensome resulting in increased staff costs and professional audit fees. The disclosures
may, in reality, not greatly benefit the users, especially lenders and creditors who already
have access to such information when requested.

•

The SOP may be difficult to apply and audit because its requirements are unclear and
judgmental. These types of disclosures are easily challenged and may result in additional
legal exposure.

•

Complying with the SOP may entail disclosing proprietary information that would
otherwise remain confidential.

•

The SOP overlaps and conflicts with existing generally accepted accounting principles
(GAAP).
The Accounting Standards Executive Committee needs to identify the
incremental differences to existing standards to facilitate implementation.

•

The SOP attempts to be a stopgap to current GAAP deficiencies that are to be addressed in
the future by the Financial Accounting Standards Board (FASB).

Responses to Specific Requirements
Scope

The SOP must specify whether a public company that satisfies the SOP's disclosure
requirements with its SEC disclosures would have to place many of Its disclosures in the notes
of the financial statements.

SALOMON INC

Definitions
The term severe impact needs to be further defined. Determining whether an event would
disrupt the normal functioning of an entity is based solely on management's subjective
interpretation of severe impact.

Nature of Operations
Public companies currently provide this information under SFAS 14, Financial Reporting for
Segments of a Business Enterprise (SFAS 14) and SEC requirements. Requiring nonpublic
companies to disclose segment information alters an existing FASB pronouncement.1

The SOP requires industry information to be disclosed based on relative Importance and the
basis for such determination. By allowing management to have the ability to choose its method
of disclosure, industry comparison could be compromised. For example, one company may
disclose the relative importance of its industry segments based on gross sales, while another
company may base its disclosure on assets. In order to provide consistency in reporting
between entities, we believe industry disclosure requirements should be standardized.
Nonstandardization can lead to window dressing.

Use

Estimates in the Preparation of the Financial Statements

We concur with this disclosure requirement.

Certain Significant Estimates
The definition of routine needs to be further defined. For example, a routine estimate for a
financial institution is to calculate prepayments on mortgage-backed securities. Even though
this estimate is routine, it may be subject to wide variations, and thus, It is not clear whether
disclosure would be required.

This section may also require disclosure of proprietary information. The above financial
institution may have to dispose its assumptions used in estimating prepayments, which may
provide competitors with useful insight into the entity’s trading strategies. This is also
demonstrated in SOP example A. 19, which discusses inventory estimates that customers and
competitors may use to their benefit.

The SOP needs to identify its incremental differences from SFAS 5, Accounting for
Contingencies (SFAS 5). The SOP provides an example disclosure (paragraph no. A.37), but
the provisions of SFAS 5 would have resulted in a similar disclosure.

Current Vulnerability due to Concentrations
Entities that are most affected by this requirement are those that are (1) non-public and (2) not
subject to SFAS 105, Disclosure of Information about Financial Instruments with Off-balance
Sheet Risk and Financial Instruments with Concentrations of Credit Risk. This requirement
stresses the disclosure of concentrations that could have a severe impact to the entity in the
near-term. This disclosure relies too heavily on management's judgment. Management must
subjectively determine whether the concentration could have a severe impact (see discussion of
Definitions above). Subjective disclosures increase exposure for the reporting entity and its
auditors, and increased audit and legal fees could greatly outweigh the benefits provided.
In paragraph B.30, the SOP differentiates between interest rate risk and market risk, but
Interest rate risk is a component of market risk. Salomon's interpretation of the SOP's
description of interest rate risk is repricing risk. The SOP needs to clarify this point.

1 Nonpublic companies are exempt from disclosing segment information under SFAS 21, Suspension of
the Reporting of Earnings per Share and Segment Information by Nonpublic Enterprises.
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Financial Flexibility
Non-public entities would be most affected by this requirement as public entitles must disclose
their liquidity and capital resources under SEC reporting requirements. By including this
information in the financial statements, the scope of the audit must be expanded resulting in
increased audit fees. It should be noted that investors, lenders and creditors often receive this
information from non-public entities upon request.

Sincerely,

David C. Fisher
Chief Accounting Officer

NACCO Industries, Inc.
Steven M. BiBick
Vi
ce President and Controller

July 30.1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
This letter is NACCO Industries, lnc.’s response to the AICPA's proposed Statement of
Position entitled "Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility ("proposed SOP").
Overview

Overall, we feel that certain of the required disclosures in the proposed SOP are
acceptable. We have serious reservations however, concerning the disclosure threshold,
placement of this Information within the basic financial statements and the increased liability it
would create for management and outside auditors. Certain of these disclosures will place an
impractical burden on companies and their outside auditors to speculate on, predict and analyze
future events. Additionally, the increase in both Internal and outside professional costs,
particularly for small and non-public companies will, in most cases, outweigh the expected
benefits. This distinction is important to NACCO, a public company, as substantially all our
subsidiaries issue separate financial statements as non-public companies. The following are our
detailed comments.
Nature of Operations and Current Vulnerability Due to Concentrations

The proposed requirement to make these two disclosures would be acceptable to us
although the value of such disclosure appears somewhat limited. Public companies currently
disclose much of this information in the Form 10-K Business Segment Information section and
segment footnote to the financial statements. The disclosure by non-public companies within
the basic financial statements of their Nature of Operations and Vulnerability Due to
Concentrations within these operations would provide useful information. The illustrations at A.3,
6, A.58, A.65, A.74 and A.78 would all be good disclosures particularly if the Nature of
A.
Operations disclosures were combined with the Current Vulnerability Due to Concentrations

#
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Use of Estimates In the Preparation of Financial Statements

This proposed disclosure, while It does not detract from the financial statements, will
result in boilerplate footnotes that do not add value. The illustration at A. 15 is an example of
such a disclosure. We would like to suggest, as an alternative, a requirement to include a
Report of Management in all financial statements. As you are aware, many public companies
currently include such a report in which reference is made to the use of informed judgements
and estimates made by management in the preparation of financial statements. We would not
object to a requirement for all companies to include such a Report of Management.
Certain Significant Estimates

Financial statements are, by their very nature, estimates of the financial condition and
results of operations of the reporting entity. To increase footnote disclosure to include
discussion of estimates that are "reasonably possible" of change based on information of which
management is reasonably expected to have knowledge, is, in our opinion, too broad and will
lead to increased "second guessing" of management judgements. In addition, the costs that
would be incurred to make such disclosures would outweigh the benefits of the information
provided. The potential for litigation utilizing the benefit of hindsight would be significantly
increased under a disclosure threshold such as that proposed in the exposure draft.
in an effort to reduce this exposure to litigation, management will disclose numerous
estimates in a fashion that will not provide the reader with enough information to evaluate their
relevance. In fact, the illustrative disclosures discuss uncertainties but do not discuss the
likelihood of occurrence or what the effect of a change in the estimate would be. In particular,
the illustrative disclosure at A.32 leaves the reader with a sense that the event will occur as
opposed to an event which is more than remote but less than likely to occur. Disclosure such
as this will most surely cause additional confusion to users and detract from the credibility of the
financial statements. Indeed, the discussion in the last sentence of paragraph B.21 implies that
this SOP will be used to counsel users not to place reliance on an entities' financial statements.
Surely this will add confusion and misinterpretation, not clarity to the financial reporting process.
In addition, this will widen the current expectation gap that exists

It is management's responsibility to use its best judgement to provide financial statement
users with accurate and meaningful information. This is now accomplished in the vast majority
of cases. These additional disclosures are not necessary and, we believe, will not significantly
improve financial reporting.
Financial Flexibility

Under current accounting and auditing rules, in our opinion, the reader can obtain
sufficient information regarding financial flexibility in the basic financial statements. Review of the
Statement of Cash Rows, Statement of Financial Position, debt and contingency disclosures and
the existence of (or lack of) a going concern opinion by independent auditors provides the

Frederick K. Gill
July 30,1993
Page 3

reader sufficient information and comfort regarding an entity's financial flexibility. Additionally,
discussions in the liquidity and capital resources section of a public entity's Management
Discussion and Analysis ("MD&A") provide even more information to assess financial flexibility.
We also feel that the disclosure threshold for these items, which is the same as for Certain
Significant Estimates, is much too broad.
The requirement to make these disclosures in the financial statement footnotes seems
to cast a doubt on the outside auditor's judgement in assessing an entity's ability to continue
as a going concern under SAS 59. What is the cost of disclosures such as these, absent a
going concern opinion, on relationships with suppliers, creditors and customers? The
Illustrations at A.89, A. 106, A.126, A.132-133 and A.137 would provide no additional, meaningful
disclosures. The last sentence of the illustration at A.99 contains information which we believe
may be harmful to the entity.
In response to paragraph B.51, regarding the potential need for companies to prepare
cash flow forecasts to satisfy the requirements of this proposed SOP, we do not believe that it
is appropriate to require companies to prepare cash flow forecasts. We would be concerned
with the assumptions used to prepare such forecasts and what the independent auditors
*
role
would be In verifying such projections. We strongly advise the AICPA to eliminate any such
requirement
Scope

We would like to express our views on the scope of this proposed SOP as it affects both
non-public entities and public entities. The users of a non-public entity's financial statements are
primarily owners, banks and other creditors who have established or are establishing
relationships with the entity. These parties are presumably sophisticated users with knowledge
obtained from independent third party sources of the environment within which the entity
operates. It is our opinion that applying the requirements of this proposed SOP to non-public
entities will increase their internal administrative and outside professional costs without providing
a corresponding benefit to the users of those financial statements.

With respect to public entities, we would agree with the discussion at B.52-B.62 that the
bulk of this information is already disclosed by public companies. In our opinion, these current
requirements are adequate. The disclosure threshold set forth by this proposed SOP, however,
seems to us to be more stringent than the current SEC requirements and is ill-advised. For
instance, paragraph B.54(1) describes the SEC requirements regarding liquidity for items that
"are reasonable likely to result in the registrant's liquidity increasing or decreasing in any material
way." The disclosure threshold in this proposed SOP of reasonably possible is defined in
footnote 6 as "the chance of a future transaction or event occurring is more than remote but less
than likely." This proposed SOP then requires disclosure of items that are less than likely to
occur while the SEC does not require disclosure unless the item is likely to occur. This
comparison seems to contradict the discussion in paragraph B.55 while the differences in
approach to analysis of financial flexibility discussed in paragraphs B.56 and B.57 are not
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meaningful given the change in disclosure threshold. If the disclosure requirements of this
proposed SOP are intended to be less stringent than current SEC requirements, then this
proposed SOP should affect only non-public entities.

The lowering of the disclosure threshold, coupled with the requirement to include these
items as part of the basic financial statements, will clearly increase both internal administrative
costs as well as professional fees incurred with legal counsel and outside auditors and, In fact,
may raise additional skepticism regarding the preparation of financial statements. It is our
opinion that the Increased costs to public companies would exceed the benefits derived. We
would encourage the AICPA to work with the Securities and Exchange Commission to
strengthen the MD&A requirements as well as require all companies to include a Report of
Management in their annual reports to shareholders. This approach would improve disclosure
without increasing outside professional fees and without adding additional footnote disclosures
that provide only limited information to the reader.
Summary

Overall, we believe that this proposed SOP will ultimately be of little value to financial
statement users while causing companies to face increased liability as they are required to
predict and analyze future events, reduce the perceived reliability of financial statements and bear
significant additional costs. Disclosures relating to Nature of Operations and Vulnerability to
Concentrations, while acceptable, would be of limited additional value, particularly to public
companies which currently provide substantially all of these disclosures. We believe that the
disclosures relating to Use of Estimates, Certain Significant Estimates and Financial Flexibility
would result in footnotes that are highly subjective and that are more speculative and predictive
than is necessary or is prudent.

Sincerely,

Steven M. Biliick
/pkg

THE INTERNATIONAL GROUP
OF ACCOUNTING FIRMS
Chester Woods Professional Park
385 Route 24, Suite IF, Chester, New Jersey 07930
Telephone: (908) 879-2101 • Telefax: (908)879-2339

July 30,1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

AcSEC File No. 4290. March 31,1993 Exposure Draft for Proposed SOP: Disclosure of
Certain Significant Risks and Uncertainties and Financial HexibUity

Dear Mr. Gill:
Thank you for the opportunity to comment on the abovementioned Draft The following comments
are my personal views and do not necessarily represent the views of my employer and its members
or my colleagues.
I generally concur with the minority view at paragraph 32 in the Draft because users of financial
statements of nonpublic entities generally have the ability to request, and even demand, additional
information from nonpublic issuers of financial statements. The PCPS Technical Issues
Committee addresses this in its June 18,1993 comment letter. Regulatory bodies have abilities to
demand additional information from entities under their jurisdiction.
I also concur with the minority view that SEC type MD&A disclosures are too burdensome and
subjective for inclusion in historical financial statements. However, an additional reason for
keeping MD&A type disclosures separate and apart from historical financial statements is that they
have different objectives. MD&A disclosures seek to place the reader in the forward looking
stance of management which is inherently predictive and subjective even though it explains and
utilizes historical financial information. Historical financial statements seek to report what has
happened in an even-handed manner that is as objective as practicable and generally capable of
being substantiated.

In stewardship reporting, the separation of MD&A type forward looking representations from
historical financial reporting is useful. It enables the reasonably sophisticated user to compare
current historical financial reporting of what has happened with management's previous and
current "forward looking" MD&A type assertions. This separation is implicitly reflected in the
SEC's separate placement of its MD&A requirements in its Regulation S-K and its historical
financial statement requirements in Regulation S-X. It is also reflected in the placement of MD&A
disclosures separately from the historical financial statements in SEC filings. AICPA standards
also reflect the separation by using the SS AEs for reporting on prospective financial information
and the SASs and SS ARSs for reporting on historical financial statements. The separation is
appropriate because of an inherent temptation in stewardship reporting to have the current historical
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financial reporting be consistent with the previously reported forward-looking stance. Mixing
MD&A type disclosures into historical financial statements would obscure their different purposes
and heighten the temptation to force the current historical report to fit the previously reported
forward looking stance. The commingling would be counter to the notions per FASB Concepts
Statement One, ¶33, that the, "...role of financial reporting is to provide even-handed, neutral, or
unbiased information," and
"The information should be comprehensible to those who have a
reasonable understanding of business and economic activities and are willing to study the
information with reasonable diligence." Suppose the Draft's requirements for inclusion of MD&A
type disclosures in the basic financial statements were implemented and the SEC continued to
require forward looking MD&A disclosures to be presented separately from the historical financial
statements because the separation is useful. Then the MD&A disclosures within the financial
statements would be redundant
The minority view in the Draft (¶32b) about excessive risks, including litigation risk, appears to
have considerable merit when compared to lawyers' comments in the Practicing Law Institute
(PLI) course handbook Accountants'Liability 1993, (PLI course handbook series number H-467).
(The PLI prepared this handbook for its CLE program, Accountants'Liability 1993: Changes and
Prospects, New York City, July 12-13,1993 and San Francisco, August 12-13,1993.) Dan L.
Goldwasser, Esq., in his paper "Accountants' Liability: The Accounting Profession at the
Crossroads," among other things, comments that "notwithstanding major improvements in
professional standards and diligent effort," by the accounting profession, "there remains a
significant and unsatisfied gap between public expectations for defect-free financial statements and
the ability of the accounting profession to deliver services of that quality." Instead of closing the
gap the accounting profession finds that with each increase in standards there is a corresponding
increase in the public expectations and that the profession's standards have become, "to a large
degree, beyond the profession's abilities" (PLI, Accountants'Liability 1993, pages 19-20). Marie
L. Fiala, Esq., in her paper, "Financial Reporting Developments and Audit Exposure," among
other things, comments that, "Unfortunately, past experience teaches us that the greater the
subjectivity in an audit procedure, the greater the potential litigation exposure for the auditor" (PLI,
Accountants'Liability 1993, page 62). These comments appear to support the minority view
expressed in the Draft and the concerns expressed in the November 3,1992 letter to the Members
of the Accounting Standards Executive Committee from six regional CPA firms (included in the
AcSEC public information agenda materials for its April 20-21,1993 meeting).

Ms. Fiala, in her paper cited above, also commented that, "Lay readers of financial statements and
audit reports frequently misapprehend the nature of the audit function. Even relatively
sophisticated users of financial information tend to believe that, because financial statements are
presented in numerical terms, auditing is a matter of simple arithmetic, capable of arriving at a
"right" or "wrong" answer. The notion that the auditor interprets and applies hundreds of broad
professional standards and makes complicated judgments is hard to explain, and even harder to
defend retrospectively before a jury. It is all too easy for plaintiffs counsel to exercise 20-20
hindsight in second-guessing the auditor's judgments, in litigation filed after subsequent events
have proved the auditor’s conclusions to fall wide of the mark." (PLI, Accountants' Liability
1993, pages 62-63). Because her paper was included among presentations by lawyers from both
the defense and plaintiff bar she footnoted her comment that, "In the interest of fair disclosure, the
author offers the caveat that a substantial part of her practice over many years has consisted of
defended accounting firms in auditor liability cases" (PLI, Op. Cit. page 80). My perception is that
members of the plaintiff bar and their clients, however, may be expected to encourage any and all
proposals that heighten or expand the accounting profession’s responsibilities. Given the above
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comments, the proposals in the Draft to move subjective MD&A type of disclosures into historical
financial statements may serve more as an additional means for plaintiffs to pursue independent
accountants rather than provide an earlier warning system.

Generally, my perception is that the proposed statement in the Draft should not be issued in its
entirety. Instead, the portions on proposed disclosures of the nature of operations and the use of
estimates in the preparation of historical financial statements should be used for a proposed SOP
that addresses only those two subjects. In doing so, consideration should be given to adding to
such a proposed SOP an explanation of the nature of estimates in historical financial statements.
The language now in SAS 57 paragraphs 1 and 2 (AU 342.01-.02) offers a starting point for
drafting such an explanation. Consideration should also be given to having such an SOP include
reference to and discussion of the notions in FAS 5, ¶1,3,8a and 11 and in ARB 43, Ch. 4, 519,
that assert the historical nature of certain accounting estimates. For example, regarding estimates to
present inventory at the lower of cost or market, ARB 43, Ch.4, ¶9, states that, "...no loss shall
be recognized unless evidence indicates clearly that a loss has been sustained." The discussion is
needed to preserve the distinction between historical financial reporting and predictive futurizing in
the stance of management and investment analysts.

The remaining proposals in the Draft as to certain significant estimates, current vulnerability due to
concentrations, and financial flexibility should be withdrawn and used to serve as a starting point
to develop a separate addition to the authoritative accounting literature on how preparers and
reporting entities should identify going concern uncertainty and disclose same in their historical
financial statements. An initial question is whether an accounting pronouncement on going
concern uncertainty should be framed as an AcSEC SOP, a FASB interpretation of Statement 5, or
a separate new FASB Statement. A second major question would be the extent of disclosures
about going concern uncertainty that would be appropriate in historical financial statements.
Sincerely,

Morris W. Wishnack
Technical Director

/jh

Government Finance Officers Association of Connecticut

July 30, 1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
AICPA ED - Proposed Statement of Position - Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility

Attached is an Accounting Standards Committee comment paper for
the Connecticut GFOA presented to the Executive Board on July 21,
1993.

The comments section in total was supported by the Executive
Board as comments the Connecticut GFOA wishes to make to AICPA
regarding the "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility."

Sincerely,

Antoinette J. Howell
President

bp
Attachment

cc:

Robert Stout, Chairman
GFOA of the U.S. and Canada
Standing Committee on Accounting,
Auditing and Finance Reporting
Marsha L. Marien
CSCPA

CTGFOA COMMENTS
1)

Applicability of SOP to Governmental Entities:

Recommend that the SOP apply only to Governmental Enterprise
activities - this recommendation is based upon the fact that
the SOP appears to be more relevant to entities which follow
FASB Statements and Interpretations in order to prepare
financial statements in conformity with generally accepted
accounting principles.
2)

Nature of operations:

Agree with the disclosure requirements of the proposed SOP.
3)

Use of Estimates in the Preparation of Financial Statements:

Agree with the disclosure requirements of the proposed SOP,
however it is recommended that standard language for this
disclosure be set forth in the SOP for each type of entity.
4)

Certain Significant Estimates\Current Vulnerability Due to
Concentrations:
The SOP requires disclosures of risks and uncertainties that
are determined to be reasonably possible to occur based on
information which management is reasonably expected to have
knowledge of.
The thresholds of "reasonably possible" and
''reasonably expected" are highly subjective and could result
in unnecessary controversy concerning management decisions.
Management is required to make judgements that could easily
be challenged based on hindsight.
The SOP places additional
burdens on management to consider all possible events - this
could be a significant hardship for small entities without
professional financial management.
It also places additional
burdens on the independent accountants/auditors since
disclosures are required to be included in the notes to the
financial statements.
It is also possible that management
will take a conservative approach to required disclosures
resulting in disclosures based upon the remote possibility of
an event occurring which would result in risks and
uncertainties.
Such disclosures could mislead users of
financial statements resulting in decisions which might have
an adverse impact on the entity.
Recommend that the SOP
require disclosures based on risks and uncertainties which
are likely to occur based upon information that management is
likely to have knowledge of.

Agree with information required to be disclosed by the SOP,
however, do not agree with the threshold level for
determining when such disclosures are necessary.

6)

Financial Flexibility:

No distinction is made between actions taken to meet cash
flows for current operating needs and those taken to provide
long-term financing of capital expenditures.
Disclosure
requirements should be limited to actions taken to meet cash
flow needs due to operating deficits.
The only disclosure
required is to describe management's course of action - the
SOP should also require a description of the events which
resulted in the entity's inability to meet its cash flow
needs.
SUMMARY OF SIGNIFICANT CTGFOA CONCERNS
1)

SOP should be applicable to governmental entities for
Enterprise activities only.

2)

Threshold of "reasonably possible" is too subjective recommend change to "likely".

3)

SOP requires judgements that could easily be challenged based
on hindsight.
Management and independent accountants/
auditors could be exposed to excessive risk.
Users could have unrealistic expectations concerning
completeness of disclosures.
Preparers and independent accountants/auditors will be
unable to determine whether all risks and uncertainties are
actually known and whether their disclosure is complete.

Small entities will be unable to make determinations without
performing significant additional procedures.
These entities
have limited staff available, therefore additional costs will
have to be incurred to make the required determinations.

CERTIFIED PUBLIC ACCOUNTANTS
300 SOUTHPOINT EXECUTIVE CENTRE
2120 SIXTEENTH AVENUE SOUTH
BIRMINGHAM. ALABAMA 35205-5048

& Cummings, P.C.

Hardman Guess Frost

PHONE NUMBER (205) 939-0227
FAX NUMBER (205) 930-5509

July 29, 1993
Mr. Frederick Gill

Senior Technical Manager
Accounting Standards Division
File Reference 4290

American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775

Exposure Draft on Proposed Statement of Position "Disclosure of Certain

Re:

Significant Risks and Uncertainties and Financial Flexibility'

Dear Mr. Gill:
The Accounting

Standards Committee of the Alabama

Society of Certified Public

Accountants has strong reservations about the disclosures that would be required by the
above referenced exposure draft. In substance the Alabama Society Committee agrees with

the position set forth in the letter submitted to you by the PCPS Technical Issues Committee
of the American Institute of Certified Public Accountants dated June 22, 1993. In summary

we believe this SOP would be hard to interpret, unduly costly to implement, and possibly
expose CPA’s to increased litigation. We believe the SOP should not be issued, or if issued,
it should exempt small business. To support this position we offer the following comments.

IMPACT ON SMALL BUSINESS
Cost of Implementation

We believe the cost of making adequate financial statement disclosures should not be an
overriding factor in setting those requirements, but we do believe that small business can be
"standard set" out of business. Those of us who practice in small public accounting firms or

engage small public accounting firms to perform their audits have suffered through the cost

of implementing the barrage of new accounting and auditing standards over the past several
years. Of course some of the new standards are meaningful and necessary, but too much of a

good thing is still too much.

As stated by the TIC the small businesses that engage their

CPA’s to perform reviews or compilations will be hit particularly hard by the prequirements
of this exposure draft, and the primary users of those financial statements will probably not
have any additional useful information that they would not already have or believe they need.
We have seen many small businesses move toward non-disclosure financial statements, and

we agree that the disclosure requirements presented in this exposure draft will put more

/
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pressure on small business owners to follow that lead. We simply must understand that we
cannot "legislate" the perfect financial statement.

We have experienced some fee resistance because of the ever increasing number of required

financial statement disclosures.

This occurs because we, the Company's CPA's, most

frequently determine and prepare financial statement disclosures because the client's staff
either does not have the time or the expertise to implement the related accounting standards.
Environment

We agree with the TIC that the operations of a small business typically are closely monitored
by its bankers and to some lesser degree by its major vendors and customers. The bankers in

particular request and usually obtain far more information than is presented in the company's

financial statements.

In this context the bankers rely on the basic financial statements

themselves to a lesser degree than would be expected from the stockholders of publicly

traded companies.

In fact, our personal experience has shown that the bankers know far

more about their customers than most outside stockholders.
Small business owners ("investors") typically do not need the information that the SOP
suggests being disclosed since they are generally closely held.

Access to Financial Markets
Our experience with small business clients has shown that the financial resources of the

business owners are equally, if not more important, than the financial resources of the

company itself. In the closely-held context the bankers see themselves lending to the owners

(witness bank guaranty agreements), not the company. To require these kinds of disclosures
will not help the small business in any way and will not provide information that is not already

in the hands of the users of the financial statements of the typical small business.

The cash

flow requirements are particularly burdensome because of the cost to the small business and

the negative implications they may present.

We also believe that emphasizing the small

businesses' dependence on its bank and its major customers impedes the businesses' ability to
negotiate and only serves to emphasize negative rather than the positive aspects of a
company.

Disclosure of Proprietary Information
We agree with the position set forth by the TIC.

Many small businesses are largely

dependent on one or two customers for their existence. The last thing they want to do, or

will do, is to place themselves at more of a disadvantage by providing information on their
dependence to their major vendors and customers.

Disclosure of Prospective Information

Requiring audited prospective information will subject the small business and its auditors to a
greater risk of lawsuit. Small businesses and small businesses' accountants already have

enough of a problem with accumulating the information for financial statement disclosures
without requiring them to accumulate data for the prospective type disclosures presented in

the exposure draft.

In addition, including such information in audited financial statements

gives the information a higher confidence and reliability factor than such prospective
information should have.

CONCEPTS IN PROPOSED STATEMENT
Terms and Definitions
We agree with the TIC that the terms "severe impact" and "reasonably possible" are too

ambiguous and subjective to provide a definitive basis for proposed disclosures. CPA's have
to be cautious because of the litigious nature of our society and tend to over disclose rather

than under disclose.

Accordingly, we believe that because of conservatism and the

subjectivity of the terms presented in the exposure draft that accountants will tend to "over
disclose" subjective information which we believe will be of little use to our clients and which

will tend to frighten users rather than inform them.

APPLICATION TO LARGE BUSINESS
We believe that the disclosures mandated in the exposure draft are superfluous in the public
context since many of the disclosures required are already sufficiently covered either in

Management's Discussion and Analysis or otherwise required by Regulation SX.
We appreciate the opportunity to present our views on the behalf of the Alabama Society of

Certified Public Accountants.

Sincerely,

Larry B. Frost, Chairman

Accounting Standards Committee

Alabama Society of CPA's
cc: Judith H. O'Dell, Chair

PCPS Technical Issues Committee
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July 30, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

On behalf of Chemical Banking Corporation ("Chemical"), we appreciate the opportunity
to comment on the requirements contained in the Proposed Statement of Position,

"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility" (the

"proposal"). We object to significant portions of the proposal and, consistent with our

historical position, we oppose any proposal to include qualitative disclosures in audited
financial statements.

We believe that financial statements appropriately should include impartial descriptive
disclosures (e.g. disclosures of accounting policies) and statistical disclosures (e.g. selected
financial ratios) that aid financial statement users in exercising their judgment as opposed
to qualitative disclosures.

We also believe that it would be appropriate to provide

guidelines for qualitative disclosures of risks and uncertainties and financial flexibility in
supplemental reports to financial statement users rather than in the financial statements.
Therefore, we recommend that: (1) the financial statement disclosures in the proposal

be revised to include only easily verifiable data that serves to improve comparability, and

(2) any guidance on qualitative disclosures be provided in the context of nonaudited
supplemental information.
Under our approach, when the benefits of providing
qualitative disclosures are necessary and/or cost-effective, guidelines for appropriate
disclosures would exist, and the users of the supplemental data would be more aware of

the subjective nature of the information because it would not appear as part of the
audited financial statements.

Furthermore, we recommend that guidance on qualitative information should be more

in line with the quarterly disclosures made by public companies in the management’s
discussion and analysis (MD&A) section. The proposed guidelines for disclosure of
certain significant estimates and vulnerability due to concentrations under all "reasonably

possible" scenarios are too broad and are likely to result in disclosures that are
burdensome to prepare and audit, confusing to financial statement users and may be used
as the basis for unnecessary and spurious litigation against management and accountants.
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The proposal serves to revisit issues, broaden disclosure requirements and mandate the
audit of interpretive disclosures that the SEC has extensively analyzed and researched.
(As you know, the SEC specifically concluded that the audit of prospective data was

unnecessary.) The current recognition and disclosure criteria for contingencies (of "SFAS

5") are appropriate. Accordingly, it is unclear why the AICPA feels the need to ‘reinvent
the wheel’.

While the concept of "severe impact" is somewhat vague, the associated connotations

serve to ameliorate our concerns regarding documentation and possible litigation. The

proposed definition of a concentration, however, is so broad as to be confusing, and it
will be difficult to apply in practice. A suggested definition for "concentrations" appears

later in this letter.
Specific support for our position, which is consistent with the "Minority View" discussion

in the proposal, is described in the remainder of this letter. Our response also contains
comments on the "Areas Requiring Particular Attention by Respondents".

Increased Responsibility for Independent Accountants
Since public companies already disclose in their MD&A much of the information that the
proposal would require at a level that we believe is appropriate it is unclear why

moving the MD&A disclosures to the footnotes, which are audited, would be of
significant benefit. The main result of the move would be to increase the independent
auditor’s role relative to the disclosures.

This would increase the

amount of

documentation that financial statement preparers would be required to provide auditors

to support managements’ judgement, even if the "reasonably possible" criterion is revised

as we suggest in the following section.

Yet public companies would not be providing

significantly better information to financial statement users. As the SEC indicated in its

1989 Interpretive Release, after considering a similar proposal to require the audit of
such disclosures, "[i]t is the responsibility of management to identify and address those

key variables and other qualitative and quantitative factors which are peculiar to and

necessary for an understanding and evaluation of the individual company".

Currently, as described in the "Minority View" section of the proposal, the auditor’s
responsibility is limited to determining,. whether there is a substantial doubt about
the entity’s ability to continue as a going concern for a reasonable period of time..."
and
to take into account circumstances that might mitigate that substantial doubt.

The

proposal does not provide any persuasive rationale for a change from the existing

guidelines for public companies.

Chemical
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Increased Burden for Financial Statement Preparers

"Reasonably Possible"
For purposes of evaluating the merits of the proposal, we suggest that the AICPA

evaluate the impact that comprehensive disclosures would have by taking into account
all facets of one company-that is, compare the disclosures currently provided under the

current, less broad SEC guidelines with the expanded disclosures that would be

necessitated by the proposal, as it is written. The piecemeal examples provided in the

proposal, while helpful, tend to hide the true impact of the proposal. The examples look
at one reasonably possible event that is specific to the sample company and of which an

informed financial statement user would not necessarily be aware; however, as the
proposal is written, the impact of any reasonably possible event must be disclosed subject
to additional tests.
Reasonably possible events may occur to various degrees, which would require extensive

analysis and disclosure. Groups of reasonably possible events may be interrelated and

evaluation would be required under various combinations of reasonably possible

groupings. For example, the economy may improve, stay the same or get worse. In any
of those situations, the environment for various client industries that affect Chemical’s
financial results may improve or get worse, again in any number of combinations. Each

individual scenario that can be generated may be reasonably possible and the result on
Chemical may be predicted, albeit imprecisely, as management evaluates its future

strategies.

However, we question whether any cohesive disclosure could be made that

might aid users more than it might obfuscate legitimate concerns.

Since the SEC criteria for forward-looking disclosure in MD&A have already been tested
by experience, we find the SEC criteria superior, unless there have been problems with

those criteria of which we are unaware. If the AICPA continues to find fault with the
SEC criteria, we believe a "more likely than not” test would be more appropriate.

"Concentrations"
The broad definition of "concentrations" used in the proposal should be clarified in the

final rule.

As proposed, the AICPA is redefining concentrations to include both

counterparties and "items".

We assume that "items" is intentionally vague, although it

seems to overlap with business segment reporting, i.e. reporting of groupings of similar
products and services. If this is the case, it would be clearer if the final rule required that

Chemical
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vulnerability along business segment lines be disclosed in supplemental discussion
whenever business segment data is required to be provided in the financial statements.
This would leave the definition of counterparties (for purposes of supplemental
qualitative disclosures) as customers, taxpayers, grantors or contributors. In any case, as
proposed, the broader (and vague) definition of concentrations will promote a lack of

comparability between financial statements-even among companies in the same industry.

Costs of Implementing the Proposal Exceed Benefits
The disclosures described in the proposal are based on information so subjective that it
may expose management and accountants to excessive and unwarranted operating burden,
potential litigation and potentially excessive audit costs.

The use of such a low threshold, i.e. the "reasonably possible" criterion, would place a

costly burden on companies by causing them to undertake additional accounting exercises,
e.g. multiple cash flow projections. The amount of paperwork that will be generated,

even where no disclosure is deemed necessary, will be burdensome and entail a lengthy
process.

Losses may even be incurred as a result of undue user reliance on the proposed

disclosures. The inclusion in the financial statements of highly subjective information that
by its nature purports to be all-encompassing (i.e. that the impact of all reasonably

possible scenarios has been considered and audited) could be grossly misleading. Some
financial statement users would automatically attach a label of reliability to such

information that may in fact not exist. As a result, both management and accountants
could be subject to an increased number of lawsuits.

Other AICPA Requests for Comment

Scope
In Chemical’s role as a creditor, we are not in favor of excluding from the proposal’s

scope nonpublic enterprises nor entities that do not meet a minimum size test.

factors

are

irrelevant with respect

to

management’s

need

to understand

Such
risks,

uncertainties and financial flexibility, subject to our other comments on the type and form

of appropriate disclosures.
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Disclosure of Certain Significant Estimates
Our earlier discussion outlined our concern about the volume of disclosures that could

be required by the reasonably possible criteria.

Accordingly, if adopted as proposed,

disclosures of factors that cause an estimate to be sensitive to change generate similar

concerns regarding how to make meaningful disclosure. Our suggested revisions would
reduce or eliminate this concern.

In addition, there will always be instances where

disclosure of the factors affecting estimates will damage competitiveness. For example,
ongoing discussions with troubled borrowers may impact charge-offs and, therefore, the
allowance for losses. In turn, disclosure of the projected impact on the allowance for

losses could damage our negotiating position, e.g. Brady negotiations.

Financial Flexibility
As discussed, the disclosure requirement regarding financial flexibility should be modified

so that the financial statements would include only descriptive and numerical disclosure
of debt ratios, capital measures, regulatory restrictions/concerns, commitments and
contingencies (etc.) rather than the proposed qualitative disclosures.

We would be pleased to discuss our comments at your convenience.
Yours truly,

Diane M. Butterfield
Senior Vice President

PRENTISS
& CARLISLE

COMPANY, INC.

TIMBERLAND

SERVICE

10? COURT STREET — P. O. BOX 637 — Bangor, MAINE 04401.0637
TELEPHONE 207 942-8285

July 30, 1993

Mr. Fredrick Gill
American Institute of CPA's
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
After reviewing the AICPA's proposed Statement of Position (SOF) on the Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility, it becomes apparent that
this would be an unnecessary burden to the small to mid-sized company. The purpose of the
SOP as it relates to a large or publicly traded company may have merit. This may be the best
way to uncover risk not readily apparent to an investor. However, it still would be a subjective
disclosure.
The smaller and privately held companies do not need this level of reporting. Should
there be a need by any party to unearth potential risk, they can investigate the area that is of
concern to them as part of the due diligence process.

Financial statements should relay financial information. I would be strongly opposed to
the issuance of this SOP.

Sincerely,
PRENTISS & CARLISLE CO., INC.

Donald P. White
Controller
DPW/jm

Maryland Association of
Certified Public Accountants

1300 York Road, Suite 10
P.O. Box 4417
Lutherville, Maryland 21094

Phone (410) 296-6250
1-800782-2036

Fax (410) 296-8713

July 29, 1993

Mr. Frederick Gill
Accounting Standards Division
AICPA
1211 Avenue of the Americas

File 4290

Dear Mr. Gill:
The Accounting Standards Committee of the Maryland Association of CPAs reviewed the
exposure draft of the Proposed Statement of Position (SOP) entitled "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility." Our comments follow.

General Comments:
Most Committee members did not object to the first two categories on nature of operations
and use of estimates, citing those as relatively easy to disclose and helpful to users. Also, most
agreed that the disclosures of vulnerability due to concentrations were useful, and also relatively easy
to disclose. Most Committee members opposed the other two categories of the exposure draft because
of all the objections raised in the "minority view" on pages 18 and 19. Specifically, some Committee
members thought the proposed SOP:
a.

b.
c.
d.
e.
f.
g.

represents no added benefit because most of these requirements are part of existing
GAAP (as you note therein) or SEC requirements (such as Management Discussion
and Analysis);
brings nonpublic entities into some SEC requirements to the extent cited above;
represents more standards overload;
requires accountants to be predictors of future events;
introduces more subjectivity into assessing these conclusions, especially financial
flexibility;
adds to the cost and risk of an audit/review/compilation.
involves disclosures of information that could harm an entity's competitive position.

Additionally, some members applauded the response of the Private Companies Practice
Section Technical Issues Committee dated June 22, 1993, and wholeheartedly concur with the
positions taken in that document.
On the other hand, several Committee members favored the proposed SOP as is; they believed
that all of the required disclosures would generally be useful to financial statement users and that none
of the disclosures should require significant added work for either the preparer or the outside
accountant. Most of the required disclosures are merely articulations of what should already be

known by managements and their outside accountants. The only possible exception would be in the .
area of forecasting cash flows in regard to financial flexibility disclosures. Extra work would likely
be necessary in this area; but if a company is in such a state that this is a necessary disclosure, then
the work might be very valuable for both financial statement users and preparers.
Specific Comments:
1.
Some Committee members thought that the flow chart on page 62, box 2 should also
state "material to any user understanding of the financial statements."
2.
Most Committee members thought that this SOP would be less objectionable if it
applied only to GAAP financial statements, not to those prepared on an other comprehensive basis of
accounting (OCBOA). These OCBOA financials are evolving into a large segment of many local
practices, especially as they gain acceptance from third-party users such as banks. The SOP in
paragraph 3 states, "This SOP applies to all entities that prepare financial statements in conformity
with generally accepted accounting principles (GAAP)." Is this comment intended to exclude OCBOA
financials? If so, most of our Committee could accept that as less objectionable. (Some felt this SOP
should apply only to publicly-owned companies in the first place.) If not, then the comment is
unclear. FASB Statement No. 95 states in paragraph 3, "A business enterprise that provides a set of
financial statements that reports both financial position and results of operations shall also provide a
statement of cash flows for each period for which results of operations are provided." These terms are
construed to exclude OCBOA financials; therefore, how is that different from the quote cited above
from this proposed SOP?
Thank you for the opportunity to respond.

Sincerely,

Ciesielski
Jack Ciesielski
Chairman

Amerada HESS CORPORATION
TELETYPE: 710-998-0873
CABLE ADDRESS: HESSOIL
FAX: 1-908-750-6745

1 HESS PLAZA
WOODBRIDGE. NJ 07095-0961

(908) 750-6000

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill,
This letter is in response to the Exposure Draft of the Proposed Statement of
Position (SOP), Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility. We object to the issuance of the Proposed SOP for the
following reasons:

•

Financial disclosure requirements that are this broad should be addressed
by the Financial Accounting Standards Board only. AcSEC should limit its
accounting standards setting to specific accounting issues.
The
requirements of this SOP would affect every company in every industry (as
well as all governmental and not-for-profit entities). In the past, SOPs have
addressed very specific topics. Because of the pervasiveness of the
Proposed SOP, it deserves the attention of the Financial Accounting
Standards Board (FASB) and the Governmental Accounting Standards Board
(GASB). Statements issued by the FASB and GASB would have wider
acceptability and would be integrated with other requirements of the FASB
and GASB.

We believe that there should, be only one source for broad industry
accounting standards — the Financial Accounting Standards Board.
• Much of the proposed disclosure is already required in annual reports to
shareholders and 10-Ks of publicly traded companies. Disclosing the same
information in the footnotes to the financial statements that appears in
other parts of the annual report, such as Management's Discussion and
Analysis, does not enhance the value of the disclosure. The information
would simply be redundant, without an increase in benefits to users.
Therefore, we think this Proposed SOP should apply only to nonpublic
companies that are not subject to comparable reporting requirements (i.e.,
SEC reporting).

Mr. Frederick Gill
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•

We agree with the objections contained in the Minority View. The
Proposed SOP is "unlimited in scope" and the proposed requirements are
"so broad that they do not provide an objective basis for the development
of reliable information." The "reasonably possible" threshold for disclosure
is too low.

•

The costs related to the Proposed SOP do not justify the incremental worth
of such disclosures, especially for public companies where most of the
information is already disclosed. The Proposed SOP should not impose
disclosures beyond those currently required of a public company.

•

The disclosure of clearly obvious information, such as the use of estimates
in financial reporting, is superfluous and wasteful (and perhaps patronizing).
Such disclosures do not add value.

Specific comments on the Proposed SOP are listed as an exhibit to this letter.
If you have any questions, please call me (908-750-6196) or Sherman Myers
(908-750-6514).

Very truly yours,
AMERADA HESS CORPORATION

Robert K. May
Assistant Controller

RKM/kh

Exhibit
Specific Comments

Scope

Generally we believe that financial statement disclosures should apply to all entities,
without exception. In this case, however, we feel that it would be appropriate to
apply the Proposed SOP only to nonpublic entities that are not already required to
make the same disclosure by other rules. The Proposed SOP should not impose
disclosures beyond those currently required of a public company.

Confidential or Proprietary Information
The Proposed SOP may require or recommend disclosure of information that
management determines to be confidential or proprietary. The Proposed SOP should
specifically exempt disclosure of confidential or proprietary information.

Placement of Disclosures

Any incremental disclosure required by the Proposed SOP should not be included in
the primary financial statements as schedules or as parts of footnotes. Required
disclosure included in Management's Discussion and Analysis, in supplemental
disclosures or in other parts of financial statements should be deemed to meet the
disclosure requirements of the Proposed SOP. The added costs of direct auditor
association with the proposed disclosures are not warranted by the modest
incremental worth.

Severe Impact

The definition of severe impact is blurry. What are examples of disruptive effects on
an entity? How much higher than the materiality threshold is the severe impact
threshold? How much lower than catastrophic is the severe impact threshold?

1

Exhibit
Specific Comments

Disclosure of Routine Estimates

Paragraph 19 states that "disclosure of routine estimates normally is not required
because such estimates generally would not be subject to wide variations that could
materially affect the financial statements." In some circumstances routine estimates
do vary substantially. For example, the prices of commodities may fluctuate
significantly from period to period. The Proposed SOP should not require disclosure
of routine estimates, even if the estimates vary significantly.

Financial Flexibility - Normal Borrowing
Paragraphs 26 and 28 imply that even the need for normal borrowing (i.e., the
anticipated renewal of seasonal borrowing arrangements) must be discussed as part
of financial flexibility. The Proposed SOP should clearly state that the financial
flexibility disclosure requirements apply only in unusual circumstances where
exceptional steps must be taken to pay expected cash outflows.

Illustrative Disclosures
The presentation of illustrative disclosures in appendix A is worthwhile. The Proposed
SOP, however, seems to rely on the illustrations to define the disclosures. The
disclosure requirement of the Proposed SOP should be expressly defined as part of the
Conclusions section. The disclosure requirements in the Conclusions section should
stand alone.

Appropriate Judgment
Paragraph 30 states "the occurrence of a severe impact related to a concentration not
disclosed in the prior year financial statements would not have been a violation of this
SOP's requirements if, an appropriate judgment had been made that a severe impact
was not at least reasonably possible." The term "appropriate judgment" should be
explicitly defined.
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Georgia Pacific Corporation

133 Peachtree street ne (30303)
P.O. Box 105605
Atlanta, Georgia 30343-5605
Telephone (404) 521-4000

August 2,1993

American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, N.Y.

10036-8775

Frederick Gill, Senior Technical Manager

Attn:

Accounting Standards Division, File 4290
Dear Sir:

We have studied the exposure draft, proposed statement of position, on Disclosure of

Certain Significant Risks and Uncertainties and Financial Flexibility and support the
AICPA’s proposal to require entities that prepare financial statements in conformity with

generally accepted accounting principles to include disclosures such as the nature of

operations and the use of estimates in the preparation of their financial statements.

We

particularly agree with the AICPA’s current position on not requiring an entity to disclose

the factors that cause an estimate to be sensitive to material change. In many cases, such

information would be considered confidential.

We have encountered certain issues,

however, which we feel warrant further consideration. We appreciate the opportunity to

bring these matters to your attention.
1.

The exposure draft requires disclosure of the risks and uncertainties associated with
estimates used in the determination of the carrying amounts of assets and liabilities
or disclosure of gain or loss contingencies when the following two criteria are met:

(1) it is at least reasonably possible that the estimate will change in the near term,
and (2) the effect of the change would be material to the financial statements. We

believe the statement should also address possible disclosure requirements, if any, if
management is unable to determine whether the impact on the financial statements

is material.

2.

The exposure draft requires disclosure of any concentration that makes an entity

vulnerable to the risk of a near-term severe impact if it is reasonably possible that

the events that could cause a near-term severe impact will occur; however, the draft
does not provide any guidance or set forth any criteria for management’s use in

determining what constitutes a severe impact. This is a highly subjective basis on

which to determine this type of disclosure. In addition, the exposure draft does not
indicate whether the severe impact should be measured against an entity’s cash flow,

results from operations, total assets, etc.

USA
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3.

Much of the information required to be disclosed by this proposed statement is broad
and highly subjective. The impact of these judgments on the preparers of the
financial statements and their auditors should be addressed due to the risks involved
in disclosing subjective information and the difficulty in auditing the adequacy of such
disclosures.

Thank you for taking the time to consider these matters. We would be pleased to discuss
our position further at your convenience.

Sincerely,

E. Terrell
Vice President and Controller

James

August 3, 1993

California
Society
Certified
Public

Accounting Standards Division

AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Accountants
ATTENTION: Frederick Gill, Senior Technical Manager

RE:

File 4290

Disclosure of Certain Significant Risks and Uncertainties

and Financial Flexibility
Dear Mr. Gill:

The Accounting Principles and Auditing Standards Committee of the California

Society of Certified Public Accountants ("AP&AS Committee") has discussed the
Exposure Draft of the proposed Statement of Position, Disclosure of Certain

Significant Risks and Uncertainties
and Financial Flexibility, and has developed certain comments on that Exposure

Draft.
The AP&AS Committee is a senior technical committee of the California Society of

Certified Public Accountants.

The 1992/93 Committee comprised 44 members, of

which 16% were from national CPA firms, 46% were from local or regional firms,
30% were sole practitioners in public practice, 4% were in industry, and 4% were

in academia. In addition, 5 current or former members of the Accounting Standards
Executive Committee serve on the AP&AS Committee.

following comments represent the results of the AP&AS Committee's
deliberations on the AICPA Exposure Draft. (We have also included the views of

The

the California Society’s Committee on Governmental Accounting & Auditing.)

The Committee carefully discussed the five areas in which AcSEC proposes to

require additional disclosures.

|W Broadwav
500
Glendale, CA
91210-0001
(818)246-6000
FAX: (818) 246-4017

We discuss each below.

A.

NATURE OF OPERATIONS

The Committee has no objection to this disclosure. In fact, most of such disclosures

now seem a widely-accepted practice.

B.
USE OF ESTIMATES IN THE PREPARATION OF FINANCIAL
STATEMENTS
The Committee has no objection to this disclosure.

C.

CERTAIN SIGNIFICANT ESTIMATES

The Committee objects to this proposed disclosure requirement.

o

The proposed SOP appears to go beyond the requirements of FAS 5, which

only requires disclosure of "reasonably possible" contingencies deriving from

facts known at the balance sheet date. The proposed SOP would require
disclosure if it is reasonably possible that facts known to management - and

therefore management’s estimate based on them - might change in the near
future.

o

The disclosure is very soft information.

Management has already made its

best estimate, and is now asked to assess the probability that future facts and
considerations might lead it to revise the estimate materially.

o

It is often the fact that ordinary, routine estimates of collectibility or of

obsolescence change materially during the course of a year.

To make

additional disclosures concerning what the Committee sees as "ordinary
*

estimates gives little benefit to the financial statement user.

o

The requirement seems burdensome to small companies.

Public companies,

with systems already in place to make the broad disclosures required for
Management’s Discussion and Analysis, may find it easier to make such
judgments about the softness of the estimates, but private companies may not.
If AcSEC decides to require this disclosure, the Committee recommends that

the requirement only apply to public companies.

o

Paragraphs 12-19 appear to attempt to elaborate on FAS 5. An interpretation
or amendment to FAS 5 would be a more appropriate vehicle for fixing any
shortcomings of that statement.
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o

As we discuss below, even if such information is useful to users, it is not of

the sort that properly belongs in financial statements.
Clearly, the interpretation and force of the proposed SOP depend heavily on the

illustrative disclosures in Appendix A. The Committee found several of these
inadequate in that they did not clearly describe the facts which make the estimate
subject to material change.

For instance, A. 19 does not describe the competitive

pressure which may hasten obsolescence of the inventory. A.32 does not mention
the key fact that a competing product has recently been announced. Without such
information, the reader lacks the information needed in order to assess the sensitivity

of the management estimates in question.

D.
E.

CURRENT VULNERABILITY DUE TO CONCENTRATIONS
FINANCIAL FLEXIBILITY

For similar reasons, the Committee objects to these proposed disclosure requirements.
o

The definition of "severe impact" is unsatisfactory. FAS 5 already requires

disclosure if it is reasonably possible that an asset has been impaired or a

liability incurred. If neither of these situations has happened, it is hard to see
how there can be "a significant financial disruptive effect on the normal
functioning of the entity".

o

This requirement seems, in part, an attempt to introduce, through the back

door, the sort of segment information which FAS 21 now exempts for
nonpublic companies.

AcSEC should not get ahead of FASB’s project on

disaggregated information.

o

As we discuss at the end of this letter, even if such information is useful to

users, it is not of the sort that properly belongs in financial statements.

OTHER PROBLEMS
The proposed SOP does not appear to clarify whether disclosures C, D and E would

also be required in interim financial statements.

Since the disclosures in question

require extensive consideration of matters which go beyond objective quantitative
determination, interim disclosures would require significant effort for each interim

closing during the year.

The nonpublic clients, which many Committee members

serve, would find that this task and the subsequent compilation, review or audit of
it by CPA’s, would be a cost whose benefit to the company was dubious.

Disclosures relating to governmental financial statements should be subject to review

by the Governmental Accounting Standards Board (GASB) and subject to public
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comment by the preparers and users of such financial statements. Unless GASB’s
support is forthcoming, governmental financial statements should be excluded from
the SOP.

TYPES OF FINANCIAL INFORMATION AVAILABLE TO USERS
In Appendix B, AcSEC quite rightly quotes Concepts Statement 5 on the many
sources of information which are available to help users make investment, credit and
similar decisions. All of these are important to users, and AcSEC should resist the
temptation to stuff into financial statements all useful business information which it

believes that investors and creditors should have.
Very important among the FASB’s list of information sources are Other Means of

Financial Reporting (MD&A, letters to shareholders) and Other Information (10-K
discussions of competition and order backlogs, analyst’s reports, economic statistics,

news articles). In the case of nonpublic companies, much significant information is
obtained through correspondence and face-to-face meetings between company
management and those parties who are considering investing or lending to the

company.
These latter sources of information are the proper place for the sorts of disclosures
proposed by AcSEC. As one moves further away from relatively precise accounting

information and closer to business risks and exposures, the proper place for the

information moves away from financial statements to other business communications.

If users truly need additional information concerning concentrations and flexibility,
perhaps it should become normal for management of nonpublic companies and public

companies alike to present wide-ranging discussions of the business’s problems and
threats, much like current MD&A. But this information doesn’t belong in financial

statements.

THE PROPER ROLE OF CERTIFIED PUBLIC ACCOUNTANTS
By requiring the inclusion in the financial statements of broad business information

concerning concentrations and financial flexibility, AcSEC expands not only the role

of the financial statements but that of the CPA. CPAs are not also Certified
As is stated in paragraph B. 8 of

Financial Analysts or investment advisors.

Appendix B "making predictions... is a function of financial analysis, not of financial

reporting".

Consider other professions:

physicians have learned that they are no

longer necessarily the advisor of choice concerning marital problems and adolescent

rebellion and that they cannot themselves provide everything that leads to health and

well-being.
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AcSEC should recognize that CPAs and financial statements are not the proper
sources and arbiters of all the financial information needed for prudent investing and

lending decisions.
Yours very truly,

Richard A. Clark, Chairman

Michael C. Moreland, Chairman

Accounting Principles and

Governmental Accounting and

Auditing Committee

Auditing Committee

5

NEW YORK LIFE INSURANCE COMPANY
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Committee on Life Insurance Financial Reporting
American Academy of Actuaries
1720 I Street, NW
Washington, DC 20006
Mr. Frederick Gill,

Senior Technical Manager

Accounting Standards Division

File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas,
New York, NY 10036-8775
Dear Sir,
This letter contains comments on behalf of the Committee on Life Insurance Financial

Reporting of the American Academy of Actuaries concerning your Proposed Statement of

Position on Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility.
The largest liability included in the financial statements of a life insurance company is the

reserve the company holds for future payments. Those reserves are dependent on assumptions
concerning future events and are therefore necessarily estimates. The basis for the calculation
of those reserves is laid out in FAS 60 and FAS 97. Under those standards, the auditor has a
responsibility to review the assumptions used by the actuary to estimate those reserves. If an
auditor believes those assumptions are inappropriate and produce estimates that are materially

wrong, the auditor already has an obligation to include a statement to that effect in the

opinion letter.

Under current actuarial practice, for larger companies the actuary must test reserves on several
possible cash flow scenarios. For smaller companies such testing may not be required. Under

the requirements of the proposed SOP, if a reserve estimate would be materially affected by a

reasonably possible near term change, such as a rise in interest rates, the notes to the financial
statements would need to discuss that risk and put a value on the possible change. To place a
value on such a possible change, actuaries would have to perform extensive cash flow testing
for companies that otherwise might not need it and the analysis might well show that the

possible change didn’t affect values materially.
Furthermore, the disclosure of such testing in the financial statement could result is disclosure
of confidential pricing assumptions in violation of anti-trust requirements. In many

circumstances pricing assumptions and GAAP reserve assumptions are the same. This is

particularly true for the most sensitive new products since no other experience is available.
Disclosure of such assumptions might well be considered a violation of anti-trust statutes. As
a result of similar concerns, the NAIC decided to keep actuarial opinion letters concerning

reserves confidential.

We suggest that Life Insurance Company reserves and claim liabilities be excluded from the

scope of the SOP requirements.

A clarification with regard to life and health insurance policies is needed concerning financial

flexibility.

We assume that possible future changes to such items as dividends to

policyholders for mutual life insurance company products, interest credited on interest
sensitive products and premium rates on health insurance products will not need to be
disclosed. Any such disclosures could be a material problem for life companies since they

would require publication of future actions affecting policyholders before they have been

properly formulated or approved by the company’s management.
We would suggest that the proposed SOP be modified to exclude from its scope such routine

changes as described above.
In summary, we are in general agreement with those members who formulated the minority

view. We believe that applying these rules to the life insurance industry could create

significant additional work for accountants and costs for insurers without concurrent benefit to
the users of the financial statements.

We also believe that the subjectivity of the information

and its limited benefits would not justify the cost of preparing such information.

We would be glad to further discuss our concerns with you.

co.

A. Dicke

B. Snyder
G. Hendricks

D. Bryant

PPG Industries, Inc.
One PPG Place

Pittsburgh. Pennsylvania 15272

USA Telephone: (412) 434-2076

Raymond W. LeBoeuf
Vice President
Finance

July 31,1993

Mr. Frederick Gill
Senior Technical Manager, Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

PPG Industries, Inc. (PPG) is pleased to submit our comments on the Statement of Position
Exposure Draft on "Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility (ED)." PPG is a Fortune 100 company and is among the world’s leading producers
of glass, coatings and chemical products and employs approximately 31,600 employees,
worldwide.
The attachment to this letter outlines our response to the ED’s various proposed provisions.
In general, we consider the provisions to be reasonable and appropriate for issuers of
financial statements.

Where we take exception is with the overlap of the proposed requirements with those
already required by public companies under the various Securities and Exchange Commission
(SEC) disclosure requirements. The SEC’s reporting and disclosure requirements are
designed to meet the investors’ informational needs which, based upon the lack of any recent
changes to these requirements, appear to be meeting such needs. Due to the similarity of
the ED’s proposed requirements to those of the SEC, we believe that public companies
should not be required to comply with both the SEC’s disclosure requirements and the final
provisions of this ED. Accordingly, we would like the provisions of the final statement to be
applicable to only non-public entities.

Thank you for the opportunity to respond to the ED.
Sincerely,

R. W. LeBoeuf

Attachment

Nature of Operations
The proposed requirements of the ED would require the notes to the financial statements
to include a description of major products and principle markets, including the location of
such markets. It would also require, if an entity operated in more than one industry, a
ranking of the relative importance of its operations on each industry, and the basis for
determining their importance (e.g. by sales, earnings, assets, etc.). Quantified disclosures
would not be required.
The Securities and Exchange Commission’s (SEC’s) Description of Business requirements
require similar disclosures to be made. A registrant must describe the Company’s
businesses, focusing on the registrant’s dominant or reportable industry segments. The
description must include principle products produced and the markets for the products
within industry segments. Disclosure of similar information in both the Form 10-K and the
notes to the financial statements, within the Annual Report to Shareholders’, would increase
a company’s printing costs. The Company’s audit fees would also likely increase since
disclosure in the notes to the financial statements would require audit by a company’s
independent auditors. The costs of making such disclosures would outweigh the benefits.

Because of the similarity of these proposed disclosure requirements to that of the SEC, we
recommend that public companies not be required to comply with the final statement’s
provisions.
However, should the Accounting Standards Executive Committee (the
committee) not adopt our recommendation, we request that it petition the SEC to permit
that the information presented in the notes to the financial statements be incorporated by
reference into the Form 10-K

Use of Estimates in the Preparation of Financial Statements
The ED’s provisions would require a company to include in the notes to the financial
statements an explanation that the preparation of such financial statements required the use
of estimates. Since the use of estimates is inherent in the accounting process, we believe
it is obvious to "prudent” users of financial statements. We recommend that this provision
be excluded from the final statement.

Certain Significant Estimates
The ED’s proposed provisions would require the notes to the financial statements to discuss
the near-term effects on the financial statements of the risks and uncertainties associated
with estimates used in accounting for assets, liabilities, or estimating contingencies, when
it is reasonably possible that the estimate will change in the near-term, and the change
would be material to the financial statements.
As a public company, we are required to make similar disclosures in Management’s
Discussion and Analysis (MD&A). The SEC’s regulations require disclosure of uncertainties
that the registrant reasonably expects will have a material impact on liquidity, results of
operations or financial condition. Since the proposed disclosures are similar to those already
required of public companies, we believe that such companies should be excluded from the
final statement’s provisions. Should the committee not adopt our recommendation, we
request that it petition the SEC to allow the disclosures to be incorporated by reference into
the Form 10-K, to the extent that such disclosures duplicate the SEC’s.

Current Vulnerability Due to Concentrations
The ED’s proposed provisions would require any concentration existing at the date of the
financial statements, where it is reasonably possible that the enterprise is vulnerable to the
risk of a near-term severe impact, to be disclosed. It also requires one to consider the loss
of a customer to be reasonably possible.
The SEC’s MD&A interpretive release requires disclosure of known trends, events and
uncertainties that are reasonably expected to have a material impact on a registrant’s
liquidity, results of operations or financial condition. The SEC’s Description of Business
provisions require disclosure of a business segment’s dependence on a single or a few
customers if the loss of such customer(s) would have a material adverse effect on the
segment, in addition to the disclosure of the sources and availability of raw materials. Also,
when revenues from a customer equal or exceed 10 percent of consolidated revenues, the
name of the customer must be disclosed. In addition to these SEC requirements, the
Financial Accounting Standard Board’s Statement No. 105 requires disclosure of
concentrations of credit risk. Since these disclosure requirements are similar to the
proposed requirements of the ED, our recommendation for this provision is the same as for
the previous provision.

Financial Flexibility
The ED’s provisions would require disclosure of management’s expected course of action
when it is determined that it is at least reasonably possible that the entity will not have the
ability over the near-term to pay its expected cash outflows without taking certain actions.
Such actions would include entering into a new credit agreement, modifying or renewing
existing credit agreements, borrowing directly or indirectly, issuing capital stock, reducing
dividends, as well as others.
The SEC’s MD&A disclosure provisions require disclosure of any known trends, demands,
commitments, events or uncertainties that will result in, or that are reasonably likely to
result in, the registrant’s liquidity increasing or decreasing in any material way. If a
material deficiency is identified, the course or proposed course of action to remedy the
deficiency must be disclosed. Due to the comparability of these requirements to those
proposed by the ED, our previous recommendation pertains to this proposed provision, as
well.

Spaeth & Batterberry

Certified Public Accountants

114 E. Eighth Street • Cincinnati, Ohio 45202 • (513) 651-5800 • FAX # (513) 651-0391

August 2,

1993

Mr. Fredrick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY
10036-8775
Dear Mr. Gill:

Thank you for the opportunity to comment on the exposure draft
Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility.
We appreciate the time Mr. Dieter and Mr.
Baugh spent at the NAATS Conference recently explaining the exposure
draft and presenting their varying views. After listening to their
comments and after giving serious consideration to the contexts of
the draft, we would like to offer the following comments.
With respect to the Areas a, b, c and e, identified in
Paragraph 8, we support the board's suggestions for improved
disclosures.
We believe that these additional disclosures, asset
forth in these areas, would improve the user's understanding of the
financial statements and, with respect to Item e, help to serve as
an early warning signal for companies suffering from poor liquidity.

With respect to Item d,
"current vulnerability due to
concentrations", we do not support the board's recommendations.
That is not to say that we do not support the profession moving
ahead with developing this type of risk guidance.
We believe that
the present financial statement model has, for too long, dealt with
the question of "how did a company do" rather then the question "how
is a company going to do."
As a profession, it is clear to us, as
you have pointed out in Appendix B, that users look to the
historical statements as a benchmark in forecasting how a company is
likely to do in the future.
Therefore, if the profession needs to
move in that direction, and we believe it does, then let's establish
a framework of what and how this information should be presented and
what level of service we, as certified public accountants, should
apply to such information.
Although not privy to the Jenkin's
Committee work, we understand that their initial recommendations may
include such ideas as to restructuring the financial statement model
and including prospective information. We would applaud and support
such a movement.
The problem with moving into this area without
such a framework is equivalent to putting a band aid to a severe
injury without telling the patient where you're going to begin
operating.

Member of the SEC and Private Companies Practice Sections. American Institute of Certified Public Accountants

Mr. Fredrick Gill
August 2, 1993
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In Paragraph 4, the board states that the requirements would
not encompass risks associated with proposed changes in government
regulations or changes in accounting principals. Yet, as a firm who
deals extensively in the real estate and medical industries, these
industries have been greatly effected by government regulations. In
strategic planning,
we coach our clients that when they are
preparing their business plans, they need to consider and look at
those
risks
and
uncertainties
from
four
broad
categories;
technology, government, suppliers and the economy.
Does this
statement, by way of excluding certain of these risks, send an
inappropriate message to the user that these risks are not
important? Why shouldn't management include these additional risks
in their assessment?

To date we have heard no discussion as to what level of
responsibility we as auditors will be held accountable for auditing
or even reviewing these proposed disclosures.
Even in SEC filings,
our responsibility with respect to the MD&A material is less then if
this information were included in the financial statements.
Yet
this statement would seem to increase our liability exposure
tremendously even when working for privately-held companies.
In summary, we simply believe that to adopt Item d at this
time, is too much too quick without first setting a framework and
without thinking about how this disclosure item may effect our
professional liability.
Therefore, we ask that the board move
forward and adopt Items a, b, c and e and delay the adoption of Item
d until further research on its implications can be studied. Please
direct any questions regarding this letter to Mr. Charles E. Landes
and again, thank you for your consideration.
Sincerely,

REX MEIGHEN (1892-1976)
WILLIAM J. FERLITA

WM. H. STAFFORD (1909-1977)

JOHN C ROBERTS

JOHN K. MILLER (191S-I977)

WM. DOUGLAS STAFFORD

PAUL j. FERlita

REX MEIGHEN & COMPANY

ROBERT E. VALDES, JR.
MARTIN E. BOWKER

J.

CERTIFIED PUBLIC ACCOUNTANTS

ROBERT LANE

WILLIAM J. FERLITA. JR.

GERALD P. GIGLIA

RETIRED:

ROBERT E. VALDES (1988)

MARK W. EASTLAND, JR. (1989)
M.R. MEIGHEN (1989)

509 S. HYDE PARK AVENUE

FRED F. LADO (1989)

POST OFFICE BOX 1790, TAMPA FL 33601-1790

HAROLD C. GIBSON (1992)

(813) 251-1010 - FAX (813) 251-9235

August 6,

1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

AcSEC File No. 4290. March 31, 1993 Exposure Draft
Proposed SOP: Disclosure of Certain Significant Risks
Uncertainties and Financial Flexibility

for
and

Dear Mr. Gill:

Thank you for the opportunity to comment on the above exposure
draft which I believe should not be applied to either public or
private companies.
My principal concerns relate to the required
disclosures concerning certain significant estimates,
current
vulnerability due to concentrations and financial flexibility.
These disclosures have the effect of commingling historical GAAP
financial
statement
disclosures
with
information
that
is
prospective in nature.

Many of the disclosures envisioned by the draft will be based
solely on management's
assumptions
about the
future.
The
accountant/auditor will have no objective means of testing those
assumptions as to their accuracy or completeness.

Prospective information, by its nature, is less accurate than
historical information.
The profession recognizes the need to
inform the user and protect the accountant/auditor of other
prospective information (forecasts and projections) by the nature
of the report rendered and by disclosure of the major assumptions
used in developing the information. Neither element is included in
the draft.

MEMBERS: AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

FLORIDA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
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The proposed disclosures greatly enhance the possibility of
successful audit failure litigation which I believe will result in
loss of confidence in our profession and more demand for public
oversight.
Further, the proposed disclosures have little utility
for
most
private
companies.
Lenders,
major
vendors
and
stockholders already have access to this information.
I believe
that the disclosures would have very little impact on their due
diligence.
For public companies, my view is that the profession
should work with the SEC to expand MD&A to include these
disclosures, rather than moving MD&A items into the financial
statements.

I appreciate your consideration of my comments.

Very truly yours,

Martin E. Bowker

MEB/pkc

SCOTT
July 30.1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division. File 4290
AICPA
1211 Avenue of the Americas
New York. NY 10036-8775
Dear Mr. Gill:

We are pleased to have the opportunity to respond to the Exposure Draft of the Proposed
Statement of Position on Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility dated March 31, 1993.

We recognize that the Exposure Draft represents an attempt by the AICPA to increase the
relevance of the information contained in the financial statements by including information that
goes beyond the historical cost accounting model. However, we believe that a number of the
disclosures proposed by the Exposure Draft are too subjective or potentially sensitive in nature
and can therefore be more effectively presented and discussed in the Management Discussion
and Analysis section of an Annual Report, rather than in the basic financial statements. We also
question whether the benefits of the proposed disclosures outweigh the costs involved as well as
whether the resulting change in the role of the auditor is beneficial to the auditor's relationship
with the entity.
A summary of our specific comments on the Exposure Draft, which are discussed in more detail
later, follows:
I.

The proposed disclosure on the nature of an entity's operations should be limited to those
entities which do not already disclose similar information elsewhere.

II.

The proposed disclosure requirements have extended the disclosure of FAS No. 5.
Accounting for Contingencies, too far or contain too low a disclosure threshold in a number
of instances.

III. Inherent difficulties involved in the projection of financing needs make the financial flexibility
disclosure difficult to implement and not necessarily relevant to financial statement users.

IV. The proposed disclosure could cause a change in the relationship with the auditor to more of
an adversarial relationship and could result in the increased likelihood of litigation for both
the entity and its auditors.
A more detailed discussion of each of these points follows:
I.

Disclosures Are Duplicative in Nature

We do not object on theoretical grounds with the proposed disclosures regarding the nature
of an entity's operations or the explicit disclosure that estimates are used in the preparation
of the financial statements. However, we believe that these disclosures may be unnecessary
or duplicative. Many .companies already provide information regarding their operations in
their annual report on Form 10-K. We believe that mandating repetition of some or all of this

SCOTT PAPER COMPANY. SCOTT PLAZA. PHILADELPHIA. PA 19113

215-522-5000
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information is not necessary. In addition, cross-referencing of this information to other
information contained in the 10-K could be cumbersome. However, disclosure of this
information may be appropriate for entities that do not already disclose this information
elsewhere.
We also believe that the use of estimates in the process of preparing financial statements is
well recognized already by financial statement users; in our opinion, explicit disclosure of this
fact is not necessary.
II.

FAS 5 Disclosures Extended Too Far and Contain Too Low a Disclosure Threshold
Statement of Financial Accounting Standards No. 5, Accounting for Contingencies, defines
"reasonably possible" as "the chance of the future event or events occurring is more than
remote but less than likely." In order for an estimated loss contingency to be accrued, "it
must be probable that one or more future events will occur confirming the fact of the loss."
"Disclosure of the contingency shall be made when there is at least a reasonable possibility
that a loss or an additional loss may have been incurred." The proposed SOP extends the
disclosures required by FAS 5 in a number of ways which we consider to be inappropriate.

FAS 5 focuses primarily on potential future outcomes of past events, particularly losses
stemming from specific incidents. The Exposure Draft is much broader in scope by including
potential future developments not necessarily associated with historic events and in areas
which we consider to be more subjective than those required under FAS 5. Discussion of
whether it is "reasonably possible" that "certain significant estimates" will change could have
the effect of undermining the credibility of the financial statements because no objective
basis for the development of reliable information is provided. In addition, management is
required to make an additional judgment as to whether the impact will occur within the next
year.

Portions of the "current vulnerability due to concentrations" disclosure are already covered
by SEC disclosure rules or by other accounting standards. The SEC already requires
disclosures regarding key customers and sources and availability of raw materials as part of
its filings, which could include concentrations of business. In addition, the SEC also requires
disclosure of known trends or uncertainties as part of the MD&A; the Exposure Draft would
require disclosure of information that management is reasonably expected to know which
could result in an "expectation gap" on the part of financial statement users. The SEC
requires disclosure when it is reasonably expected that a trend will have a material impact on
income; the Exposure Draft would require disclosure when it is at least reasonably possible
that the events that could cause the impact will occur, which appears to be a much lower
threshold.
We feel that the current SEC-mandated disclosures are sufficient and that additional
disclosures would be overly burdensome. We believe that the benefits gained from
disclosing additional information are likely to be outweighed by the costs incurred. We are
also concerned that application of these disclosure rules could result in sensitive information
being disclosed to competitors.
III. Financial Flexibility Disclosures Includes Items Considered Normal Management Activities

It is not uncommon for many entities to experience operating and market conditions that
differ from those included or considered in the preparation of their budgets or projections for
future periods. As a result, management finds it necessary to continuously adapt its

Mr. Frederick Gill
July 30.1993
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strategies and actions to the changed conditions in order to maximize the entity's profitability
and financial position. This includes managing its finances such that it has sufficient access
to financial resources in the event that operating cash inflows are projected to be less than
its expected cash outflows. These activities may include many of the expected courses of
action outlined in the Exposure Draft including renewing or entering into new credit
agreements, issuing bonds or other debt, extending payment dates of suppliers, liquidating
assets such as inventory, reducing costs or delaying or deferring certain capital expenditure
or maintenance activities. We consider these activities to be part of management's normal
discretionary activities and are not necessarily indicative of a lack of financial flexibility or of
financial distress by the entity. Therefore, we do not believe that they merit disclosure in the
financial statements. We also believe that it would be difficult for the auditor to. in essence,
opine on the accuracy or reliability of the entity's cash flow projections, which would seem to
us to be an inherent requirement of the financial flexibility disclosures.
In addition, we believe the Exposure Draft needs to be clarified to explicitly state that the
financial flexibility disclosures would not be applicable until all committed credit lines would
be fully utilized. We also believe that it would be appropriate to limit disclosure to those
incidents where management anticipates that it would not be able to renew or obtain credit at
terms similar to those contained in agreements in place at the date of the financial
statements, if this information can be objectively determined.

IV. Change in the Nature of the Relationship Between the Entity and Its Auditors
Because the proposed disclosures would be included in the basic financial statements, the
information will require additional review and testing by the entity's auditors. Because of the
subjectivity of much of the information to be disclosed, it is likely that there may be
significant disagreements between the entity and the auditor as to what information must be
disclosed. This could cause a change in the relationship with the auditor to become more of
an adversarial relationship. In addition, the new disclosures could result in increased
potential for litigation for both the entity and its auditors based on information that had not
been disclosed or estimates that were proven to be inaccurate based on hindsight. In
addition, as noted previously, we believe the potential benefits of the proposed disclosures
do not outweigh the costs involved for either the entity or its auditors.

We hope that our response to the AICPA's Exposure Draft on Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility will be helpful to the AICPA in its deliberations.

We are available to discuss our comments in more detail if the AICPA so desires. We will
continue to follow the progress of the AICPA's disclosure project with great interest.
Sincerely,

Edward B. Betz

Vice President and Controller

EBB:das

DOW CORNING

July 28, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Mr. Gill:
Thank you for the opportunity to comment on the proposed Statement of Posi
tion "Disclosure of Certain Significant Risks and Uncertainties and Finan
cial Flexibility".
Comments included in this letter focus primarily on
disclosures related to certain significant estimates and financial flexi
bility.
Certain Significant Estimates

Paragraph 12 requires disclosure of the potential near-term effect on the
financial statements if there is at least a reasonable possibility that a
significant estimate will change in the near-term.
We believe these re
quirements are inappropriate based on the following:

1.

The criteria of "reasonably possible” (more than remote but less
than likely) is far too broad for purposes of this disclosure.
As noted in paragraph 32(b), this criteria does not provide an
objective basis for the development of reliable information, and
judgments made by management based on this criteria could easily
be challenged based on hindsight.

2.

Disclosures made pursuant to SFAS 5 and the MD&A requirements of
the SEC provide sufficient information for the reader to reach a
conclusion about whether or not there is a reasonable possibility
that the estimate will change in the near-term.
The reader is
also able to conclude, based on information already disclosed,
the likely near-term effect on the financial statements.
Under
these circumstances, disclosure as proposed by the SOP does not
appear to add value.

DOW CORNING CORPORATION, MIDLAND, MICHIGAN 48686-0994

TELEPHONE 517 496-4000

3.

Paragraph 17 encourages, but does not require, disclosure of the
factors that cause the estimate to be sensitive to material
change.
We agree with the AcSEC’s concerns that this information
might be considered proprietary or confidential.
Consider, for
example, material litigation.
Disclosure of the factors that
cause the estimate to be sensitive to material change, such as
the factors considered in establishing a reserve methodology, may
be detrimental to the entity during settlement negotiations or
during trial.
In fact, even if the factors are not disclosed,
the disclosure that it is reasonably possible that the estimate
> will change in the near-term is the equivalent of making a public
statement (to plaintiffs and others) that management believes
that there is more than a remote possibility that the ultimate
outcome could exceed the estimate by a material amount. This
public statement could be very detrimental to the entity.

Financial Flexibility

Paragraph 26 requires disclosure of management's expected course of action
when it is determined that it is at least reasonably possible that the
entity will not have the ability over the near-term to pay its expected
cash outflows without taking certain actions, such as borrowing or
liquidating assets.
We believe these requirements are inappropriate based
on the following:
1.

This disclosure requires the preparation of a detailed cash flow
forecast.
The complexities involved in preparing a cash flow
forecast for this purpose, as well as the subjectivity associated
with making a determination based on the criteria "reasonably
possible" are particularly burdensome.
This requirement extends
far beyond any existing pronouncement and in our view the costs
would outweigh the benefits.

2.

Paragraph 27 requires disclosure for financing activities that
are conducted in the normal course of business.
Examples of
these include borrowing from banks, reducing costs, and inventory
reductions.
We do not believe that the readers would receive any
benefit from disclosure of anticipated financing activities that
are conducted in the normal course of business.

3.

A disclosure of this nature forces management to speculate on
specific courses of action.
Subsequent actions different from
those originally disclosed are likely to be challenged by the
readers of the financial statements, even though the action taken
was the prudent choice.
This process would be unproductive,
particularly where the actions contemplated and the actions taken
are both within the normal course of business.
In other cases,
public speculation may tend to drive the ultimate action taken,
even though it may not be the most prudent choice.

Scope of the SOP
It is our understanding that the scope of the SOP will be further consid
ered after the exposure period.
We support the criteria for exclusion
listed in the letter preceding the SOP, particularly exclusion for entities
which are not entrusted with public monies.

We appreciate this opportunity to express our views.
Sincerely,

Mark Q.
Mark A. Bachman, CPA
AICPA Member 205377
Manager of External Reporting
Corporate Accounting

cc:

G. P. Callaghan

93211MID0243

Chicago, il 60606
Office 312/750-5250

Ameritech

Betty F. Elliott
Vice President
and Comptroller

August 3,1993

Mr. Frederick Gill

Senior Technical Manager
Accounting Standards Division

AICPA
1211 Avenue of the Americas
New York, NY. 10036-8775

Re: File 4290, Exposure Draft of a Proposed Statement of Position on Disclosure of
Certain Significant Risks And Uncertainties And Financial Flexibility (the ’’Draft")

We appreciate the opportunity to share our viewpoints on the Draft with AcSec
and the Risks and Uncertainties Task Force. We respectfully request the AICPA

revisit the perceived need for yet another accounting standard and to address the

concerns listed below.

General
We believe extensive field testing (with preparers and users as well as auditors) of

the Draft’s provisions (especially as they relate to Current Vulnerability Due to
Concentrations and Financial Flexibility) needs to be done to bolster AcSEC's

cavalier assessment that "the cost of providing the information probably will not be
excessive in comparison to the potential benefits to users." (AICPA transmittal
letter)

The introduction of substantial judgment by managements and auditors into the

.

audited financial statements will likely decrease comparability among firms in

similar industries or markets. Is this an intended result?
Also, as more fully explained below, many aspects of the Draft are redundant of
current financial reporting requirements.

Use of Estimates in the
Preparation of Financial Statements
The Draft disclosure (paragraphs 11 & A. 13) is substantially the same as both the
language already included in the independent auditors' standard report, and the
language included in the report of management often included in annual reports
issued by public companies. As a result, we believe most users of audited financial
statements are already aware the that the financial reporting process relies on the
use of estimates. Presenting the Draft disclosure for yet a third time within the text
of the audited financial statements is redundant and would not make the financial

statements any more useful. We urge the AICPA to delete this requirement from the
Draft.

Certain Significant Estimates

The proposed disclosures for potential near-term financial statement effects of risks
and uncertainties merely restate requirements that already exist in Statement of
Financial Accounting Standards (SFAS) No. 5 and SEC Regulation S-K, Item 303
(covering MD&A disclosures required for public companies.) The Draft's notion of
reasonably possible is no different from the SFAS 5 concept of "reasonably
possible" or the SEC standard of "reasonably likely."
Paragraph 14 of the Draft advances three perceived distinctions between the Draft
requirements and SFAS 5 requirements. The first (that SFAS 5 does not distinguish
between near-term and long-term contingencies) and the second (that SFAS 5
speaks only to potential impacts on income rather than "overall" effects) are
distinctions without relevant meaning. In practice the immediacy, if known, of a
potential contingency disclosed pursuant to Paragraph 10 of SFAS 5 is typically
stated or inferred in the discussion of the facts and circumstances related to the
potential contingency. Under SFAS 5 financial statement preparers and their
auditors would be hard pressed to merely disclose that a material charge to income
was taken without providing discussion of the relevant facts and circumstances. The
third (that SFAS 5 does not cover operating assets) is valid. However, since the
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FASB has undertaken a comprehensive project to address the accounting for
impairment of long-lived assets and is expected to issue their exposure draft soon,
there appears to be little need for AICPA to promulgate a competing standard.

We believe adoption of this section of the Draft will only add confusion to the
financial reporting process as managements, auditors, and users grapple with
reviewing, analyzing, interpreting and discussing the draft only to arrive at the

obvious conclusion that the proposed disclosures are already required or are being
currently addressed by the FASB.
Current Vulnerability Due to Concentrations

In essence, the Draft's disclosures related to current vulnerabilities are already
required for public companies by SEC Regulation S-K, Item 303. However, in some
respects, the Draft goes well beyond the type of disclosure required by the SEC

(e.g. the information would be audited.) We have several concerns which we believe
the AICPA needs to address and overcome before promulgating a new standard.

First, the AICPA needs to reconcile the role of audited financial statements in the
realm of all information useful to financial statement users. Generally, the role of
audited financial statements has been focused on a recounting of historical facts

derived primarily from the accounting records rather than management's subjective,

speculative (i.e. reasonably possible) conclusions about future events. The AICPA
needs to address why the fundamental focus of financial statements should be
changed at this time.
Second, there is a difference between financial reporting and financial analysis. The
Draft could be interpreted to require management to disclose their financial analysis
of the company. We believe financial analysis is best left in the hands of financial
statement users. Prior to adoption of the Draft the AICPA should seek legal counsel
as to whether their proposals transfer financial statement user's responsibility to
perform their own due diligence to management.

Third, the AICPA needs to address what changes are needed to current generally
accepted auditing standards to address auditor association with management's
subjective, speculations about future events. This analysis should involve legal
counsel and address the risk of increased legal exposure for the auditing profession.
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Finally, the Draft should specifically exempt disclosure of competitively sensitive
strategies, internal processes and financial data.

Flexibility
As with other aspects of the Draft, we believe the provisions regarding flexibility are
redundant. The discussions of liquidity covered by SEC Regulation S-K, Item 303
and the current responsibility of management and the auditors to disclose "going
concern" issues obviate the need for the proposed disclosures.

Conclusion

We believe the majority of the proposed disclosures are already necessary to
comply with the SEC's MD&A rules. There is no need to repeat these disclosures in
the footnotes as well. Further, the remaining disclosures are not meaningful. If the
AICPA is concerned about the reporting by private companies, then the FASB
should be urged to set a standard and the SEC should delete Regulation S-K, Item
303. However, we believe the most preferable solution is to terminate the Draft. It
adds little value and would result in substantially higher fees being paid to

accounting firms.
Sincerely,

cc: Norman N. Strauss
G. Michael Crooch
Richard Dieter
Michael Stoltz
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COGEN
SKLAR
LEVICK
Certified Public Accountants
150 Monument Road
Suite 500
Bala Cynwyd, PA 19004
(215)668-9700
Fax:(215)668-2181

July 29,

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY
10036-8775

Re:

Comments on Proposed Statement of PositionDisclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

Dear Mr. Gill:

Thank you for the opportunity to respond to the proposed SOP.
I wish to strongly dissent from the issuance of this proposed SOP
and hope that AcSEC will be responsive to what I believe is a
ground swell of negativism towards the release of this statement,
as expressed at the recent NAAATS conference by local and regional
firms serving small businesses.
I completely support the rationale expressed by the dissenting
members of AcSEC and PCPS Technical Issues Committee. The primary
reasons why I dissent from the issuance of this proposed SOP are:
1•

Rather than being a help to the profession in reducing
liability exposure I believe that the statement will increase
our exposure, particularly the requirements for disclosures
which are essentially prospective in nature.

2.

It will place a particularly heavy burden on privately-owned
entities and small businesses to obtain and analyze the
information that would have to be considered for possible
disclosure.

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified
Public Accountants
July 29, 1993
Page Two

3.

The disclosure requirements regarding current vulnerability
due to concentrations have an unreasonably low threshold and
to
make
such
determinations
will
require
significant
additional procedures such as preparation of cash flow
projections and a more formal business plans than normally
exist for privately-owned and small businesses. In addition,
if users have the need for such information they can obtain it
in a more appropriate and less costly manner by direct
communication with the entity and/or its suppliers or others
who are familiar with the entity.

4.

I am troubled by use of vague and ambiguous terms such as
severe impact which tend to be highly subjective and do not
have general use or understanding among practitioners.
The
concept of "information management is reasonably expected to
know" is difficult if not impossible for accountants to
evaluate.

Finally should AcSEC vote to release this statement, there should
be an exclusion in the scope of the SOP for non-public enterprises,
as defined in FASB Statement #21 because the impact of the costs
associated with the proposed SOP on smaller entities is not
justifiable.

Very truly yours,

BRUCE

S.

BOTWIN,

Partner

BSB/yiy
NYAICPA.729

CPA

Savings & Community Bankers
of America

Paul A. Schosberg
President & Chief Executive Officer

August 3, 1993

Mr. Frederick Gill, Senior Technical Manager

Accounting Standards Division, File 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, New York 10036-8775
RE:

Disclosure of Certain

Significant Risks

and Uncertainties

and

Financial

Flexibility. Exposure Draft #800047 (March 31. 1993)
Dear Mr. Gill:

Savings & Community Bankers of America (SCBA) is pleased to respond to the AICPA's

Exposure Draft entitled, Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility. The SCBA is a national trade association representing approximately 2,000 savings
associations and savings banks; members hold $800 billion in assets.
The proposal would require all reporting entities that prepare financial statements in

conformity with generally accepted accounting principles to include in their financial statements

disclosures about the nature of their operations and the use of estimates in the preparation of
financial statements. In addition, if certain disclosure criteria are met, the rule would require
more disclosures on certain significant estimates, current vulnerability due to concentrations, and

financial flexibility.
The disclosure would be included in the audited footnotes and covered in the auditor's

report.

Once final, this proposal would be effective for financial statements issued for fiscal

years ending after December 15, 1994, and for financial statements for interim periods in fiscal
years subsequent to the year for which the standard first applied.
The AICPA’s Accounting Standards Committee (AcSec) developed the proposal in

response to financial statement user demand for enhanced and extended financial statement

information. The proposed disclosure rules are intended to allow users to better assess risks and
uncertainties concerning a reporting entity’s future cash flows and results of operations.
Financial institutions are both reporting entities and financial statement users.

The

accuracy and disclosure of all relevant financial information essential to assessing risk is

fundamental to the credit review process and the investment decision-making process.

Savings & Community Bankers of America
900Nineteenth St., N.W., Suite 400, Washington, D.C. 20006

TEL (202)857-3111

D

Therefore, SCBA strongly supports the efforts of the AICPA in developing guidance for
disclosure and estimating significant risks that could potentially impair the financial disposition
of the reporting entity.

The proposal requires disclosure about risks and uncertainties in the nature of operations

and the use of estimates in financial statement preparation. As reporting entities, the SCBA has

no objection to these disclosures, which are consistent with current banking regulatory disclosure
practices.

As investors, SCBA supports the adoption of accounting disclosures that reveal

otherwise indiscernible risk characteristics.
The proposal also requires disclosures on changes in potential near-term effects — those
that are projected to occur within one year, that will alter estimates that are used to determine

carrying values, where the changes would be material to the revised carrying values.

For

financial institutions in particular, the estimates that are considered "significant" cover those that

have a direct bearing on loan loss reserves, goodwill and other intangibles, deferred tax assets
based on significant future income, and environmental related liabilities.
Based on the
significant estimates, the proposal requires a description of the potential near-term effects on
financial statements.

Since the sensitivity of attendant carrying values is closely related to the

estimates, the SCBA supports the additional disclosure of the uncertainty inherent in the
estimates sand encourages the AICPA to consider requiring disclosure of such uncertainties for
all significant estimates.

Vulnerability from concentrations is also subject to the proposed disclosure rule. In the
financial institutions industry, the proposed disclosures on those concentrations that could

potentially cause a near-term financial disruptive effect are credit related, and are already
strongly discouraged by banking regulators.

Financial institutions are monitored for risk

associated with concentrations on an ongoing basis for "safety and soundness" purposes.
Banking regulatory agencies have enforced practice guidelines to prevent risk due to

concentrations.

Furthermore, recent legislative mandates under Section 305 of the Federal

Deposit Insurance Act of 1991 direct federal banking agencies to address concentrations in
banking regulations. Concentrations are addressed under Capital Adequacy Guidelines, 12 CFR

part 208, and Interest Rate Risk Management, 12 CFR Part 563. The SCBA supports disclosure

of concentrations as prescribed under this proposal, though we request the AICPA to consider
current disclosure practices required by SFAS 105, Disclosure of Information about Financial

Instruments with Off-Balance Sheet Risk and Financial Instruments with Concentrations of Credit

Risk, to determine the scope of any additional disclosure within the AICPA’s proposed

document.
SCBA considered whether some reporting entities should be excluded from the scope of
the

financial

statement

disclosure

requirements.

Financial

reporting

techniques

are

characteristically superior when developed in a consistent framework of accounting rules for all
going concerns. The SCBA supports consistency in accounting practices, including the elements

of disclosure. For this reason, the proposed reporting requirements should apply to all reporting
entities.

AICPA
August 3, 1993
Page 3

The proposal does not require disclosure of the factors that cause an estimate to be
sensitive to material change. AICPA requested comment specifically on whether or not
disclosure of factors that cause an estimate to be sensitive to material changes should be
required. The SCBA supports the disclosure of factors that cause an estimate to be sensitive to
material changes so long as the disclosure is of a general nature. General disclosure
requirements may ease or mitigate concerns of disclosing proprietary or confidential information.

In meeting the AcSec Committee's objective, the proposed rule provides that information
representing a potential threat and could ultimately have a severe impact on the financial
disposition of a going concern should be disclosed. The proposal should provide greater clarity
and specific examples for disclosure. As drafted, current criteria are unclear and, without better
guidance, would create a potential problem for reporting entities when financial problems occur
without previous disclosure.

The SCBA appreciates the opportunity to comment. Please forward any correspondence
to inquiries regarding this comment letter to Marti Sworobuk, (202) 857-5580.

Sincerely,

Paul A. Schosberg

BDO

SEIDMAN

15 Columbus Circle
New York. New York 10023-7711
Telephone: (212) 765-7500
Telecopiers NYO (212)315-1613
NAT (212) 765-4648

Accountants and Consultants

August 4, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Re: Proposed Statement of Position - Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill:
We welcome this opportunity to express our views on the Exposure Draft.
We agree that in the current volatile business and economic climate, financial statement
users need to be warned about matters which could adversely affect companies. We also
strongly support the approach taken by the AICPA Board of Directors1 of “ruling out no
possibilities as [we] examine what changes to the existing accounting model should be made
to meet user needs for the short and long term."

However, as discussed below, we have serious concerns as to whether the approach
proposed in the Exposure Draft is suitably designed to meet those needs in a practical and
cost beneficial manner.
OVERVIEW OF CONCERNS

Following is an overview of our concerns:

1.

Need for Information

There does not seem to be demonstrable evidence to support the need by a broad
spectrum of financial statement users for the types of disclosures proposed in the
Exposure Draft.

1 Meeting the Financial Reporting Needs of the Future: A Public Commitment from
the Public Accounting Profession. June 1993
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2.

Lack of Reliability

Because of the Exposure Draft’s significant emphasis on predictive analysis and use
of vague definitions, we believe that certain of the key disclosures required do not
meet the test of reliability under FASB Statement of Concepts 2.
3.

Auditor Association

Similar to our concerns about lack of reliability of certain required disclosures, we
believe certain of the disclosure requirements also fail to meet the test of the third
general standard of the AICPA Statement on Standards for Attestation Engagements
and, furthermore, that some disclosures may be outside the areas of auditor expertise.

4.

Implementation Costs

The additional disclosures will lead to significant additional costs to entities,
particularly for preparation of forecasts and auditor involvement. The benefits to the
user community do not appear to exceed these costs.
5.

Proprietary/Confidential Information

Many of the additional disclosures called for in the Exposure Draft may be
considered proprietary or confidential information which could damage an entity
without a concomitant offsetting benefit to financial statement users.

6.

Applicability to Privately-held Companies

The Exposure Draft seems to have been bom out of concerns about failures of
publicly-held entities. However, the extensive disclosures intended to allay these
concerns have swept in even the smallest of privately-held entities, without any real
need for this information by users of their financial statements.
7.

Expansion of Liability

Because of the predictive nature of certain of the proposed disclosures, financial
statement preparers and auditors are likely to be exposed to increased unwarranted
liability. Hindsight will likely be used to determine if the disclosures were adequate.

8.

Significant Expansion of Existing Standards

The Exposure Draft would substantially expand current reporting requirements
unnecessarily and in some cases, prematurely, and would do so without a public
hearing. In our opinion, the FASB is the appropriate body to promulgate such
substantial revisions and several current FASB projects are addressing certain of
these issues.

-3-

9.

Sufficiency of Existing Standards

In our view, existing disclosure requirements already provide users with sufficient
information to assess risks, uncertainties and financial flexibility when these concerns
raise viability questions. These include SFAS 5,14, and 105, SAS 59 and, for publiclyheld companies, Management’s Discussion and Analysis ("MD&A"). Accordingly, we
do not believe that the additional proposed disclosures are necessary.

Based on the above concerns, we cannot support the proposed SOP taken as a whole.
However, as discussed in the section "Other Specific Comments," we believe certain elements
of the proposal are useful and practical and, therefore, should be required disclosures. In
addition, that section includes our proposals for alternative approaches to disclosures which
we believe could achieve certain of the Exposure Draft’s objectives without involving its
overly judgmental and costly features.
In the event AcSEC proceeds with this project, we strongly recommend that it conduct field
tests involving a representative sample of preparers, auditors and users to determine user
needs and the consequences of preparing and auditing the proposed disclosures.

A more detailed description of our comments follows.

NEED FOR INFORMATION
We support the need to provide users appropriate information to assess risks, uncertainties,
and liquidity. However, we are not persuaded that the increased user demand for an "early
warning system" to "alert users to a reasonable possibility" of severe financial impact, which
the Exposure Draft states has been expressed in the financial press and in Congressional
hearings, is indicative of the nature of a more widespread user need. Similarly, we are not
convinced that any such expressions of need are looking for signals of whether there is a
"reasonable possibility" of material changes in estimates, severe impact or liquidity problems,
rather than for the more serious conditions which raise substantial doubt about an entity’s
survival.

Our concern that the proposed disclosures are built on faulty assumptions as to their need
is exemplified by the Public Oversight Board’s statement in its Special March 9,1993 Report,
In the Public Interest, that "[a]though, to the Board’s knowledge, no empirical research has
been done to confirm this, it is the Board’s belief that had [the draft SOP] been in effect
before the thrift institution debacle, some of the charges made against thrift institutions and
their auditors would have been avoided." While the Board’s belief is directed only to "some"
of the charges, it can be read more broadly. In any event, we feel it is difficult at best to
support such a belief without adequate empirical research. On the contrary, it could be
argued that additional disclosure would not have been the vaccine to prevent the thrift
disease. The root economic cause of the debacle was the domino effect of financing long
term low rate assets with shorter term high rate deposits, attempting to offset the resulting
unfavorable spreads with high returns from risky real estate investments and the collapse of
the real estate market. The adverse consequences of these events were not always what
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could have been reasonably foreseen by management, except through hindsight.
Furthermore, even when these risks became apparent, thrift regulators had the ability to
thoroughly examine the thrifts and, therefore, to have become aware of the risks at an early
stage, regardless of the extent of the related disclosures. Moreover, there is evidence that
warnings of impending disaster were ignored by Congress and regulators, casting doubt on
whether disclosures of risks in the financial statements would have made a difference. As
indicated in the recently released report to the President and Congress by the National
Commission on Financial Institution Reform, Recovery and Enforcement, Origins and
Causes of the S&L Debacle: A Blueprint for Reform. ”[r]eview of congressional testimony
indicates that shortly following the deregulation completed in 1982 and continuing through
the rest of the decade, academic witnesses raised warnings time and time again, with growing
intensity. They warned that unless action was taken to correct the situation, major taxpayer
expense was inevitable. These voices were drowned out by the louder and more potent ones
of industry lobbyists and even regulators who insisted that while there may be problems,
matters were under control."

We do, however, agree with the statement made in the Exposure Draft (para. B.65) that
financial statement users "need to combine information provided by financial reports with
pertinent information from other sources, including additional information provided by
issuers, financial analysts’ reports, business and trade publications," etc. For those financial
statement users who are seeking the kinds of extensive disclosures proposed by the Exposure
Draft, all of these sources can be tapped without relying solely on the financial statements
to provide them.

LACK OF RELIABILITY
In our opinion, the disclosures called for by the Exposure Draft fail the test of reliability
under FASB Statement of Concepts 2.

According to that Statement, "reliability of accounting information stems from two
characteristics that it is desirable to keep separate, representational faithfulness and
verifiability" (para. 62). The Statement goes on to say that a desirable quality of an
accounting measure is that it should be capable of replication. The Accounting Principles
Board termed this characteristic verifiability (para. 82) and verifiability "implies consensus"
(para. 84). In our view, the disclosures called for by the Exposure Draft do not meet the test
of reliability of accounting information under the Concepts Statement because its verifiability
could not be demonstrated by securing a high degree of consensus among "independent
measurers using the same measurement methods" (para. 82). The basis for our conclusion
is set forth below.
Many of the disclosures proposed by the Exposure Draft seem to require the gift of
prophesy, which many preparers are likely to lack. Management will need to predict future
events that could affect financial statements in the areas of estimates, current vulnerability
due to concentrations and financial flexibility. We do not understand how this can be done
in such a manner as to generate disclosures which would have been made by other preparers
using the "same measurement methods."
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Furthermore, in applying the provisions of the Exposure Draft, we find certain of the criteria
to be vague and impractical, therefore impairing the reliability of the information. For
example, the criterion where management is "reasonably expected to have knowledge" is
applicable to three of the disclosure areas discussed in the proposed SOP: certain significant
estimates, current vulnerability due to concentrations, and financial flexibility. Illustrative
Disclosure D on page 26 of the Exposure Draft provides an example of information
preparers would be reasonably expected to know. In this case, a competitor has "announced"
a new product that may reduce sales of the company’s product. However, if the
announcement had not been made, would the preparers have reasonably been expected to
know what their competitors were doing? If so, what "measurement methods" should
different preparers use to discover this undisclosed information to achieve the same level of
disclosure?
Various other phrases and criteria are also vague and will be difficult, if not impossible, to
interpret uniformly. For example, the criterion of "severe impact" as used in the area of
current vulnerability due to concentrations is overly broad and, therefore, impracticable to
implement. It is a new term falling somewhere between materiality and catastrophic and is
neither commonly understood nor susceptible to common interpretation. Likewise, in
assessing financial flexibility, the phrase "extent of the disclosure...should take into account
the severity of the situation," provides a sliding scale for determining disclosures where the
gauge seems to be based on the eye of the beholder.
We also believe the disclosures regarding significant estimates, current vulnerability due to
concentrations and financial flexibility do not satisfy the reliability criteria because they are
not free from bias. According to the Concepts Statement (para. 79), "[f]reedom from bias...
implies that nothing material is left out of the information that may be necessary to ensure
that it validly represents the underlying events and conditions. Reliability implies
completeness of information at least within the bounds of what is material and feasible,
considering the cost.” Ensuring completeness of the proposed disclosures could be extremely
difficult for preparers and even more so for auditors. For example, assume that in Illustrative
Disclosure A on page 23 management had not informed the auditors of the competitor’s new
product and the company’s sales had yet to show a significant decrease. In the absence of
an extraordinary knowledge of the competitor’s business, how would the auditors satisfy
themselves as to the completeness assertion?
In addition, there are no criteria to determine "routine" estimates which do not have to be
disclosed. For a construction company, percentage of completion estimates could be
considered routine by preparers, but not by some users. Also, what if a company’s trade
receivables are to customers in a rapidly evolving industry? Is the valuation of these accounts
considered routine? To avoid the time and resulting costs of these highly judgmental
exercises, conservative management may disclose routine estimates which would only clutter
the financial statements and distract users from critical information.

Users may also interpret disclosures differently from preparers. For example, users may
assume that the possibility of a severe impact occurring is different, and perhaps greater
than the preparer’s assessment of that probability. We believe this is likely, given the
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imprecise nature of certain of the terms used in the Exposure Draft (e.g., "reasonably
possible") and the forward looking disclosures required. Indeed, mere disclosure of current
vulnerability due to concentrations by management interpreting the disclosure threshold
conservatively might imply to users that there is likely to be a severe impact, whereas
management might assume that probability is on the low end of the "reasonably possible"
range.
In certain areas, the proposed disclosures go beyond even current MD&A requirements for
prospective information. MD&A distinguishes currently known trends, demands, etc. required
to be disclosed from less reliable forward looking information which is voluntarily provided
(i.e., anticipation of a future trend or event or anticipation of a less predictable impact of a
known trend, demand, commitment, event or uncertainty). This distinction emphasizes the
lower level of reliability placed on predictive analyses similar in large degree to much of the
disclosures in the proposed SOP.
We understand that the approach of providing broad guidelines is probably intended to elicit
meaningful disclosures and avoid boilerplate discussions which could result from more
specific requirements. Also, because of the wide variety and sizes of entities, it would be
impracticable to develop a comprehensive set of requirements which would apply adequately
to all entities. However, without making the requirements more extensive and more specific,
and thereby defeating their probable intent, we do not understand how management can
prepare "reliable" disclosures and how an auditor would be able to attest to such
information.

In 1976, the Accounting Standards Division of the AICPA issued a report on the application
of GAAP to smaller or closely held entities. That report noted that "[t]he Financial
Accounting Standards Board should develop criteria to distinguish disclosures that should
be required by GAAP, which is applicable to the financial statements of all entities, from,
disclosures that merely provide additional or analytical data." Those criteria have not yet
been developed. However, we believe the predictive and soft disclosures required in the SOP
are clearly "additional" and "analytical" data that should not be required by GAAP to be
included in the notes to financial statements, but should be provided instead outside the
basic financial statements.

In that regard, as stated in para. B.8 on page 45, "[f]orming expectations - making
predictions - is a vital part of the decision process. But it is a function of financial analysis,
not of financial reporting." We fully agree with this statement and believe it supports the
view that the predictive parts of the proposed SOP fall primarily in the category of financial
analysis and not financial reporting and, therefore, are not sufficiently reliable for inclusion
in the notes to financial statements.

AUDITOR ASSOCIATION
If the proposed SOP is adopted, we strongly oppose the inclusion of the predictive elements
of the disclosures in the notes to financial statements which would require them to be
reported on by auditors. While we recognize the importance that financial statement users
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may attach to risks and uncertainties disclosures, given the softness of the disclosures, we
question the necessity for and practicability of associating the independent auditors with
them.

We also question whether the proposed disclosures meet the criteria for attestation
engagements. Our concerns in this attest area are similar to those we expressed relating to
the reliability of accounting information under Statement of Concepts 2. General standard
3 of the Statement on Standards for Attestation Engagements states, in part:
"The practitioner shall perform an engagement only if he or she has reason to believe
that the following two conditions exist:

.

The assertion is capable of evaluation against reasonable criteria that either
have been established by a recognized body or are stated in the presentation
of the assertion in a sufficiently clear and comprehensive manner for a
knowledgeable reader to be able to understand them.

.

The assertion is capable of reasonably consistent estimation or measurement
using such criteria."

In our view, criteria for inclusion of the predictive elements of the proposal (i.e., certain
significant estimates, current vulnerability due to concentrations, and financial flexibility) are
not sufficiently "reasonable" to permit auditor association. In any event, we seriously doubt
whether an auditor’s attestation as to such information would be "capable of reasonably
consistent estimation or measurement using such criteria."

An example of the difficulty an auditor would have in attesting to the subjective disclosures
required by the proposal is Illustrative Disclosure A on page 31 which states that
"...management believes that other suppliers could provide similar integrated circuits on
comparable terms." We do not believe it is reasonable for an auditor to be required to
obtain the degree of knowledge about suppliers necessary to be able to attest to such a
judgmental and qualitative management "belief." We have similar difficulty in understanding
how an auditor could corroborate management’s conclusion in paragraph A83 that no
disclosure is necessary regarding a possible work stoppage.

We are particularly concerned about an auditor’s association with forward-looking
information when it would involve a one year risk factor assessment for such non-financial
matters as technological obsolescence, customer dependence, pending legislation and
socioeconomic factors that are apparently called for by the Exposure Draft. These types of
disclosures assume either that (1) the auditor is as knowledgeable about the business and
the economy as the entity’s management and economists, respectively or (2) that the auditor
has a better tool with which to divine the future. Management may be reasonably aware of
some significant risks and uncertainties; but auditors must not only know what management
knows about the business, but must know even more to determine if management’s
knowledge is complete, which is not a practicable scenario.
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Some might argue that an auditor should be in a position to address the accuracy and
completeness of the proposed predictive disclosures since much of the auditor’s normal
analytical review procedures may provide relevant information. However, analytical review
procedures, while often a powerful tool for assessing the reliability of financial information,
are not intended to highlight the non-financial disclosures required by the proposed SOP.

The proposed SOP would also expand auditors’ responsibilities with respect to subsequent
events. Currently, auditors are responsible for reviewing subsequent events through the date
of their report The proposed SOP would extend this responsibility to not only definitive
events, but to an analysis of information of which management is reasonably expected to
have knowledge just prior to the date of issuance of the financial statements. It is highly
impractical to expect the auditor and the preparer to conduct significant analyses up to the
last minute prior to issuance of the financial statements. (Even underwriters permit a cut-off
date for comfort letter procedures.) This requirement might also have the unintended effect
of extending the auditor’s responsibility for subsequent events through the issuance date.

The disclosures called for in the proposal also go substantially beyond the threshold for
disclosure of loss contingencies under SFAS 5. That Statement focuses on probable or
reasonably possible losses as of the balance sheet date and, in para. 11, indicates that
disclosure may be necessary if information becoming "available" after the balance sheet date
relating to a loss contingency that did not exist at the balance sheet date (e.g., threat of
assets expropriation or bankruptcy filing by a company whose debt was guaranteed).
However, these examples of such subsequent loss contingencies represent definite economic
events, not reasonably possible future impacts based on an assessment of qualitative criteria.
According to SAS 58, material uncertainties which may require an explanatory paragraph
in the auditor’s report include, but are not limited to, contingencies covered by SFAS 5,
although the SAS does not discuss the type of uncertainties not covered by SFAS 5. It is
unclear, therefore, as to whether disclosures resulting from the predictive provisions of the
Exposure Draft would require an explanatory paragraph in the auditor’s report. This issue
needs to be resolved by the Auditing Standards Board prior to adoption of the proposed
SOP.

Based on the above concerns, we recommend that if the predictive disclosures are to be
required, they should be included in a separate section of the annual report outside the basic
financial statements. The auditor’s association with that information would then be in
accordance with SAS 8, in which the auditor would read the other information to determine
if it is materially consistent with information in the financial statements.
IMPLEMENTATION COSTS

We believe that the disclosures proposed in the Exposure Draft will lead to significant
additional internal and external costs to preparers.

The internal costs will be incurred both in the time and money necessary to prepare not only
the disclosures but also the cash flow forecasts likely to be needed to prognosticate changing
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estimates, severe impact and financial flexibility. We cannot comprehend how to determine
if these disclosures are necessary without developing cash flow forecasts. In addition, these
forecasts would have to consider not only the most likely outcome of events, but also,
"reasonably possible" scenarios, thereby turning a forecast into a projection of hypothetical
scenarios. This will present both problems and additional costs to all entities and particularly
those who do not routinely prepare forecasts, which predominantly includes small and
nonpublic companies.
In our opinion, the comments made in para. B.51 on page 58 seem to be rather
presumptuous about the extent to which companies prepare cash flow forecasts which would
be useful in assessing the need for disclosure. In our experience, many privately-held
companies, particularly smaller ones, do not prepare such forecasts. Although they may use
informal budgets for managing the business, these data are often not sufficiently reliable to
form an adequate basis for the disclosures under the SOP.

The primary additional external costs associated with the disclosures are those relating to
increased audit costs. Because the criteria for the disclosures are so broad (e.g., "reasonably
possible," "severe impact,” "reasonably expected to have knowledge"), the Exposure Draft
requires preparers to disclose many risks and uncertainties that are dearly beyond the
disclosure threshold for existing GAAP requirements, such as SFAS 5. Because of the
breadth and softness of these increased disclosures, audit procedures needed to determine
if they are adequate and appropriate will be extensive and costly. In addition, since there is
no safe harbor rule, a company and its auditors may be exposed to significant costs in
defending themselves and possibly settling litigation based on nondisclosure of what
ultimately materializes as a material adverse event.
For these reasons, we believe the proposed disclosures fail the cost/benefit test of Statement
of Concepts 2. According to the Summary of that Statement, "[i]n order to justify requiring
a particular disclosure, the perceived benefits to be derived from that disclosure must exceed
the perceived costs associated with it" Such costs include "costs of audit if it is subject to
audit” (para. 137). When attesting to these proposed disclosures, auditors would need to
perform additional procedures, including those which are beyond the boundaries of existing
GAAS. The incremental cost of these additional procedures, even if they were practicable,
would be justified only if there was a perceived benefit to be derived by users exceeding the
cost to the entity. However, as we previously mentioned, we hear no clarion call from the
user community for this information, nor indeed for auditor association and, therefore, we
believe the cost/benefit criterion is not met.
PROPRIETARY/CONFIDENTIAL INFORMATION

Many of the additional disclosures called for by the Exposure Draft may be proprietary or
confidential. Therefore, the entity may then be placing itself in an adverse situation by
merely making a required disclosure. For example, if an entity discloses that its currently
expected course of action to alleviate a potential financial flexibility problem is to delay
payments to vendors, certain vendors may, as a result of reading that disclosure, decide to
stop trading with that entity. Thus, the entity is harmed for complete and candid disclosure
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about actions that may be taken if certain events occur. This result seems to be a
counterproductive economic consequence.
We have similar concerns with respect to disclosures related to current vulnerability due to
concentrations and certain significant estimates. Any disclosure related to current
vulnerability assumes that a near-term severe impact is reasonably possible. Therefore, any
disclosure could damage a company competitively and may not reflect positive actions a
company could take which management may be reluctant to consider in its disclosure
assessment for fear of exposing itself to litigation if those actions are not successful.
Similarly, disclosures related to certain significant estimates may disclose weaknesses that
could help competitors more than users, again harming the entity for complete and candid
disclosure about future events that may not occur.

APPLICABILITY TO PRIVATELY-HELD COMPANIES
Aside from certain representatives in Congress and certain elements of the financial press,
we do not perceive a strong demand from the user community for the additional disclosures
proposed in the Exposure Draft Moreover, the Exposure Draft has unfortunately swept in
countless nonpublic companies about which concern has not been significant and which can
least afford the cost in terms of dollars, time and diminished reader understanding, surely
to result from the proposed rules. These nonpublic companies are generally smaller entities,
the predominant users of whose financial statements are owner-managers and lenders.
Ordinarily, these lenders are extremely well informed about their borrowers’ businesses.
Accordingly, information about certain significant estimates, current vulnerability due to
concentrations, and financial flexibility should already be known or readily available to them,
rendering unnecessary the disclosure of such information in the financial statements.
This scenario is similar to the one which serves as the rationale for nonapplicability of the
earnings per share and segment disclosure rules to nonpublic entities. Therefore, we believe
that conclusion should be the same with respect to the disclosures proposed in this Exposure
Draft. We recommend, therefore, that nonpublic entities should be exempt from these
requirements, using the same definition for nonpublic as that used in SFAS 21. In the event
that it is determined not to provide such an exemption, we would strongly recommend a
delayed implementation date for these companies in order to allow them time to gain
experience with the disclosures and to develop systems to produce them.
EXPANSION OF LIABILITY

The predictive disclosures required by the Exposure Draft could expose financial statement
preparers and auditors to increased liability because hindsight will likely be used by plaintiffs
to argue that certain disclosures should have been made. For example, since it seems to us
that it is reasonably possible that any estimate could change, any possible change in estimate
that was not disclosed could lead to potential liability, even though preparers, using their
best judgment, believed that change in the estimate was remote, or that any change would
not be material. Similarly, hindsight may also be used by users and their attorneys to
translate the criteria of "reasonably expected to have knowledge" associated with certain
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significant estimates, current vulnerability due to concentrations and financial flexibility into
"should have known" in arguing that material matters should have been disclosed.
The Exposure Draft impties in para. 22 that concluding that disclosures are not required for
current vulnerability due to concentrations because the severe impact test is not met is not
a prediction, and goes on to state in para. 30 that ”[a]n assessment of whether a disclosure
is required should not be found to be in error simply by future events." However, this sort
of language, although appropriate, may only be perceived as self-serving and, therefore, may
not convince a judge and jury who may have different expectations based on 20/20 hindsight

Moreover, there is no safe harbor exempting the predictive elements of the proposal from
the federal securities laws provided they are disclosed in good faith and have a reasonable
basis, as there is for the forward-looking information contained in the MD&A disclosure
requirements. This type of protection, so necessary to promote full disclosure, is simply
unavailable to the AICPA

Even if some type of safe harbor rule could be provided, however, hindsight could still be
used to overcome it. Without a user’s benefit of hindsight, preparers and auditors may not
always be able to defend themselves on the basis of reasonableness or good faith.
Recognizing this risk, many companies subject to the MD&A disclosure requirements have
decided not to disclose voluntary forward-looking information. The disclosures called for by
the Exposure Draft are, in may respects, similar to the voluntary forward-looking information
in MD&A, and for the same reason, are likely to cause preparers and auditors to have
similar liability concerns.

SIGNIFICANT EXPANSION OF EXISTING STANDARDS
The Exposure Draft significantly expands existing standards unnecessarily in a number of
areas.
As discussed in the section of this letter dealing with Auditor Association, certain
requirements of the Exposure Draft expand SFAS 5 and the auditors’ responsibility for
subsequent events.
In addition, terms such as "financial flexibility" and "severe impact" create a new threshold
for evaluating the need for disclosure, and the concept of "financial flexibility" creates a new
area for disclosure. While Concepts Statement 5, footnote 13, notes that financial flexibility
is important to users, it does not require disclosure of it beyond what is already in the basic
financial statements.

Furthermore, in our view, the SOP requires, in substance, reporting on disclosures which are
similar to those includible in MD&A Moreover, in certain areas, the SOP proposed
disclosures go beyond those required in MD&A (e.g., the SOP requires disclosures where
management is "reasonably expected to have knowledge" while MD&A requires disclosure
of known trends, etc. that are reasonably likely to result in a change in liquidity). It should
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be noted, in that regard, that the portion of the 1987 SEC Concept Release proposing
auditor association with MD&A was soundly rejected.
The disclosures called for in the Exposure Draft represent significant expansions of existing
pronouncements which will affect virtually all entities, as opposed to dealing with narrow
issues of an interpretive nature. Accordingly, we believe that the FASB, with its extensive
due process procedures, rather than AcSEC, is the appropriate body to consider this project
We also suggest that the proposed disclosures may be premature. The FASB has several
projects in process that will address most of the issues in these disclosures, including
impairment of long-lived assets, recognition and measurement of financial instruments, and
the disaggregated data aspect of the consolidations project. In fact, in promulgating SFAS
105, the FASB intentionally excluded liquidity risk which had been included in the exposure
draft because this issue will be addressed in its project on financial instruments.

However, in the event that AcSEC determines to proceed with the Exposure Draft, we
strongly recommend that public hearings be scheduled to provide preparers, users, auditors
and others the opportunity to express their views in open forum.
SUFFICIENCY OF EXISTING STANDARDS
We believe that existing standards already provide sufficient information to satisfy users’
needs in assessing risks, uncertainties and financial flexibility.
Much of the additional disclosures called for by the SOP deal with issues of "early warning."
Current MD&A requirements substantially fulfill this need for public companies. We believe
that it may be a lack of compliance with MD&A requirements, rather than a lack of
additional rules, that creates any perception of the need for better disclosure for these
companies. Even though MD&A requirements do not apply to nonpublic companies, any
outcries for improved disclosure do not appear to be directed at them.

SFAS 5 requires some of the disclosures called for in the Exposure Draft, such as loss
contingencies at the balance sheet date and arising prior to issuance of the financial
statements. In addition, SFAS 14 requires most of the disclosures listed in paragraphs 10 and
24 of the proposed SOP.

We also feel that the effectiveness of disclosures required by recently issued SFAS 105 needs
to be evaluated before AcSEC goes forward with the Exposure Draft. Users have generally
only had three years of experience with SFAS 105 disclosures, and we feel it is too early to
tell if any additional disclosures, such as those called for by the Exposure Draft, are
necessary.
It appears to us that the fundamental goal of the Exposure Draft is to provide an "early
warning" of potential viability concerns. The scenarios in paras. B.43 and B.47 of the
Exposure Draft are, in fact, situations where the survival of the entity appears to be in
question. SAS 59 requires the auditor to assess, in all cases, whether there is substantial
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doubt about an entity’s ability to continue as a going concern and, if there is, to make any
appropriate remarks in an explanatory paragraph, including disclosure of conditions giving
rise to the uncertainty and management’s plans should those items not be appropriately
disclosed in the financial statements. Users of the financial statements, therefore, should be
well served by the current auditing requirements. Any additional disclosures which would be
required based on a threshold below "substantial doubt" would appear to be unnecessary and
confusing to financial statement users.
In addition, the SEC requires public companies to make certain disclosures in MD&A when
it is reasonably likely that a registrant’s liquidity will change materially due to uncertainties.
Those disclosures include reasonably detailed discussions of the company’s ability or lack
thereof to generate sufficient cash to support its operations in the near term. As we
previously mentioned, we do not believe that privately-held companies are a significant
concern to those who call for increased disclosure of risks, etc., so the fact that MD&A does
not apply to such companies should be of no consequence in assessing the degree to which
MD&A disclosures should be sufficient to satisfy users’ concerns.

OTHER SPECIFIC CON COMMENTS NTS
In addition to the aforementioned broad areas of concern, we have the following comments
on specific areas of the Exposure Draft, including proposed alternatives in two areas:
Nature of Operations

•

We concur with requiring disclosure of the nature of operations in the
financial statements.

Use of Estimates

•

While the current auditors’ report notes that the auditor assesses significant
estimates made by management, we agree that a management representation
directly to the readers stating that preparation of financial statements requires
estimates is appropriate. Therefore, we concur with this disclosure
requirement.

Certain Significant Estimates

•

AcSEC can improve disclosure of risks and uncertainties regarding the use of
estimates without involving the qualitative judgments which give us so much
concern. In that regard, required disclosures could include financial statement
items where significant estimates have been made and the assumptions used
in making those estimates. We feel this type of factual disclosure, coupled with
a description of the business, is reliable information which should be adequate
for users to assess the potential impact on the financial statements of
management’s estimates. While this type of disclosure would not imply that a
material change in estimate is reasonably possible, the reader would be put
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on notice that significant estimates were used, would be informed of the
assumptions used in making those estimates, and would be sufficiently
knowledgeable about the nature of the business to put these disclosures in the
proper context.
•

In our view, the factors that cause an estimate to be sensitive should not be
disclosed because that information is often proprietary and confidential.

•

Para. 18 should also illustrate a measurement technique for assessing the value
of goodwill, which is likely to be a common component of long-lived assets.

Current Vulnerability Due to Concentrations

As we previously mentioned, we feel that any disclosure under these
provisions implies that there could be a severe impact even though that may
not be true in the case of conservative management which discloses more than
necessary because it is concerned about hindsight being used against the
company.
As a possible alternative to the proposed disclosure in this area, and one
which would avoid qualitative judgments, it may be appropriate to require
certain disclosures based on specific materiality thresholds similar to the
factual approach of SFAS 14, although we would not support application of
any such disclosures to non-public entities.
Financial Flexibility

•

It is not clear how one overcomes a subjective covenant as discussed in
footnote 14 to the proposed SOP. We believe the footnote should be clarified
or deleted.

•

There should be comments that the plans indicated in paras. A.89, A.94, and
A.126 of the proposed SOP are "not assured."

We would be pleased to discuss our views with you at your convenience. Please contact us
if you have any questions about our comments.

Very truly yours,
BDO Seidman

Wayne A. Kolins
National Director of
Accounting and Auditing

CITICORP
Citibank, N.A.
Subsidiary of
Corp
Park Avenue
New York, NY
0043

CITIBANK

Roger W. Trupin
Controller

August 6,

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, N.Y.
10036-8775
Dear Mr. Gill:

Citicorp appreciates this opportunity to comment on the
AICPA's Proposed Statement of Position,
Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility.
As a user as well as a preparer of financial statements,
Citicorp strongly supports full and fair disclosure of
financial
information.
In
our
view,
the
principal
objectives of the proposed SOP are already being met by
public companies, pursuant to the SEC's requirements for
Management Discussion and Analysis ("MD&A")and other related
disclosures.
These existing rules specifically cover
liquidity, capital resources, and the results of operations,
together with a description of the entity's business, and
require disclosure of any known trends or uncertainties that
are expected to have a material impact on the entity.
We
see no reason to subject public companies to two sets of
overlapping (yet differing) disclosure requirements.
We
therefore strongly recommend that public companies which are
already subject to the MD&A requirements be excluded from
the scope of the SOP.

Paragraphs B.52 through B.62 of the proposed SOP indicate
AcSEC's belief that the SOP would generally require less
disclosure about financial flexibility, concentrations, and
other risks and uncertainties than is currently required by
the existing MD&A rules.
We do not agree with AcSEC that
the SOP would require less disclosure than the MD&A
requirements.
The broad scope of the SOP would require a
great deal of burdensome disclosure with little incremental
value to financial statement users.

Mr. Frederick Gill
August 6, 1993
Page 2

The proposal would establish a threshold for disclosure
based on future events that are judged "reasonably possible"
to occur in the near-term. These future events would not be
limited to the resolution of events that have already
occurred, but would include possible future changes in
significant estimates, possible future impacts related to
concentrations, and possible future actions to ensure that
sufficient funds will be available to meet expected cash
outflows.
In our view, "reasonably possible" events that may occur in
the future do not represent an appropriate threshold for
financial statement disclosure, except for the types of
specific contingencies covered by FASB Statement No. 5.
Under Statement No. 5, accrual and/or disclosure of a
contingency is based on the fact that an event has already
occurred, not that events may occur in the future.
The
proposed SOP would go far beyond Statement No. 5, and impose
an almost unlimited obligation for disclosure of possible
events that may or may not occur.

Given the broad scope of the proposal, it will be difficult
for management to conclude that future events are "remote",
since by their very nature future risks and uncertainties
can rarely be characterized in such absolute terms.
The
SEC's MD&A requirements, which focus on "known" trends and
uncertainties, provide a more rational and and realistic
framework for disclosure.
In contrast, the SOP's broad
approach would be inappropriate and unworkable, and would
likely diminish the relevance, reliability and selectivity of
financial disclosure.

We are also seriously concerned about the SOP's proposal
that the required disclosures be included in the notes to
the financial statements.
In our view,
it would be
inappropriate to require that forward-looking and analytical
data be included in the financial statements. The financial
statements should remain focused on historical results and
financial condition. Users of financial statements rely on
them
as
sources
of
facts
and
reasonable
estimates.
Analytical
and
forward-looking
information,
including
management's assessments regarding the risks, uncertainties
and financial flexibility covered by the proposed SOP and by
existing MD&A,
should be provided separately from and
supplementary to the basic financial statements.
To our knowledge, financial statement users, analysts and
others have not expressed a desire for this type of
information' to
be
incorporated
into
the
financial
statements, nor have we heard convincing arguments for such

Mr. Frederick Gill
August 6, 1993
Page 3
an approach.
In fact, investors and other users are better
served by the current MD&A practice which integrates
disclosure of known risks and uncertainties as part of the
analytical review of operating results
and
financial
condition. We therefore urge AcSEC to seriously reconsider
this aspect of its proposal, as well as the other concerns
described above.

I would be happy to discuss these comments further at your
convenience.

July 27,1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

The Accounting Principles Committee of the Illinois CPA Society ("Committee"), with the assistance
of the Committees on Non-Profit Organizations and Real Estate, is pleased to have the opportunity to
comment on the Exposure Draft of the Proposed Statement of Position, Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility ("Proposed Statement"). The
organization and operating procedures of the Committee are reflected in the Appendix of this letter.
These recommendations and comments represent the position of the Illinois CPA Society rather than
any of the members of the Committee and of the organizations with which they are associated.

The Committee supports the AICPA in its efforts to improve the quality and usefulness of financial
reporting, including disclosures in the notes to financial statements. And while the Committee believes
the goal of the Proposed Statement is admirable, the practical application of some of the proposed
disclosures may cause more user confusion about the veracity of that data.
The format of this response follows the areas of disclosure as described in paragraph 8 of the Proposed
Statement. The members of the Committee were almost equally divided as to the first two new
disclosures in the Proposed Statement. Those that support the first two proposed disclosures had the
following comments.
Nature of operations

This disclosure is considered to be a good requirement that is relevant to the understanding the reported
financial statement results. The requirements as described in paragraphs, B.17 and B.18 are not
unreasonable; and the disclosure examples in Appendix A are useful.

Use of estimates in the preparation offinancial statements

It appears the spirit of this proposed disclosure is to resolve the presumption that financial statement
readers may not be aware of the extent or significance of estimates in the process of preparing financial
statements. If that presumption is valid, improved disclosures about estimates should be made.
However, the example in A. 15 is much too broad to convey any meaningful information and the last
sentence, “Actual results could differ from those estimates” is obvious to those familiar to financial
reporting and probably more confusing to those financial statement readers it is intended to help. That
example does not meet the objectives stated in B.20 and we recommend a new example that is more
specific, possibly using the situations discussed in B.21.
Some believe the brief description of estimates and the estimation process is adequate to alert the
financial statement reader and that further disclosures about significant estimates and financial
flexibility are unnecessary, too costly, and potentially misleading.
2
2
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Mr. Frederick Gill

Certain significant estimates
Current vulnerability due to concentrations

Financialflexibility
AU the Committee members oppose these additional proposed disclosures in the Proposed Statement
because they are redundant to preexisting reporting required by FASB Statement Nos. 5,105 and 107.
The Committee does not believe that different GAAP should be prescribed for public vs. non-public
entities and considers the proposed disclosure costs to exceed the benefits in situations where new
disclosures would have been applicable.
A substantial minority of the Committee do not believe the Proposed Statement should proceed. They
believe all the proposed changes are either (1) currently applied reasonably in practice, (2) already
covered adequately by FASB Statements No. 5, 105 and 107, or (3) the disclosures for public
companies are already adequate and the proposed rules are not cost-effective for private enterprises and
non-pubic entities. In addition, the Committee members expressed the concern that the subjectivity of
the information required would expose preparers and auditors to increased litigation risk.

The following paragraphs address issues raised in the minority view of the Proposed Statement:
The disclosures required by paragraph 26 of the proposed SOP are similar to disclosures
contemplated by paragraph 11 of SAS 59 (AU 341.11). The primary difference is that the
proposed SOP requires disclosure of matters relating to the inability of an entity to pay cash
outflows without taking certain actions, whereas SAS 59 suggests that an auditor “consider
the need for disclosure of the principal conditions and events that initially caused him to
believe that there was substantial doubt” about the ability to continue as a going concern.
The proposed SOP fills the void left by the ambiguity of SAS 59 and extends responsibility
for disclosure to the preparer of financial statements.

The proposed SOP uses the criterion “reasonably possible” to trigger disclosure that an
entity may not have the ability to meet near-term cash obligations without taking certain
actions. Admittedly, “reasonably possible” is subjective, however, since that criterion is
borrowed from SFAS No. 5, which was issued in March 1975, it is difficult to argue that
neither preparers nor auditors understand its meaning.

We would be pleased to discuss our comments and recommendations with you or other members of the
Accounting Standards Division.
Very truly yours.

Bernard Revsine, Chairman
Committee on Accounting
Principles

APPENDIX

ILLINOIS CPA SOCIETY
ACCOUNTING PRINCIPLES COMMITTEE
ORGANIZATION AND OPERATING PROCEDURES

The Accounting Principles Committee of the Illinois CPA Society (the Committee) is composed of
25 technically qualified, experienced members appointed from industry, education and public
accounting. These members have Committee service ranging from newly appointed to 15 years.
The Committee is a senior technical committee of the Society and has been delegated the authority
to issue written positions, representing the Society, on matters regarding the setting of accounting
principles.
The Committee usually operates by assigning a subcommittee of its members to study and discuss
fully exposure documents proposing additions to or revision of accounting principles. The
subcommittee ordinarily develops a proposed response which is considered, discussed and voted
on by the full Committee. Support by the full Committee then results in the issuance of a formal
response, which, at times, includes a minority viewpoint.

Thomas M. Budinich

The Boeing Company
RO. Box 3707, MS 10-18

Vice President
Controller

Seattle. WA 98124-2207

July 30, 1993

Frederick Gill, Senior Technical Manager

Accounting Standards Division, File 4290

AICPA, 1211 Avenue of the Americas

New York, NY 10036-8775
Dear Mr. Gill:
The Boeing Company is pleased to submit the following comments regarding the
AICPA Exposure Draft on the Proposed Statement of Position "Disclosure of Certain

Significant Risks and Uncertainties and Financial Flexibility."

Although the proposals outlined in the Exposure Draft are based on the commendable
objectives of improving financial reporting and reducing reporting risks, we strongly

believe the end results would be otherwise. The proposals would greatly expand the
traditional boundaries of financial statements, establishing objectives that go far
beyond the practical expectations or limits of financial statements.

Our principal

concerns relate specifically to the proposals regarding disclosure requirements for

significant estimates and financial flexibility.

Paragraphs 12 through 19 reflect a disturbingly inadequate assessment of both the
practical implications of gathering and reporting such information on estimates and

the usefulness of the information to the user.
application of the disclosure requirements,
judgment."

As noted in paragraph 29 regarding

"Their application requires considerable

We believe this is an extremely costly understatement.

would actually add significant risks and uncertainties.

The proposals

Due to the inherent

subjectiveness and risk of "hindsight challenges" from aggressive legal assaults

whenever there is an unforeseen adverse (or even favorable) outcome, we believe the

end result would be varying degrees of the following:

a.

greatly increased costs of preparing and auditing financial statements

reports, and
b.

expansion of standardized disclosures of all areas of risks, including
wide impact ranges, to such a degree that the users of the financial
statements would be burdened with voluminous non-value-added

"information."
Paragraph 30 states that future events do not necessarily indicate that a decision to

make (or not make) a disclosure was incorrect, and that a severe impact may arise
from an event of which management would not reasonably have been expected to

have knowledge. As much as this paragraph attempts to assuage, the observation is

Frederick Gill, Senior Technical Manager
July 30, 1993

Page 2

of little comfort because the preparers and auditors are still vulnerable to the

perception that the financial statements were not prepared in accordance with this
SOP and, therefore, are subject to legal attacks.

If, in fact, something adverse

subsequently occurs with respect to the entity's market environment or operations, it

would be extremely difficult to defend after the fact that it should not have been
considered a "reasonable possibility."

This would undoubtedly lead to the active

involvement of lawyers in developing voluminous disclosures to protect against all
conceivable future outcomes.

Such expansive boilerplate-type disclosures would be

non-value-added and distracting from the credibility of financial reporting.

The traditional boundaries of financial statement reporting should not be unreasonably
expanded. Financial statements cannot be, and we should not attempt to make them,

so all-encompassing that they provide virtually all information necessary for users of
the financial statements to comprehensively assess the entity's current and future value
and stability. As admirable as such an objective might be, it is totally impractical. Yet

the Exposure Draft's risk and uncertainties proposals go a long way toward
attempting to do just that, and thus would create unreasonable expectations.

The inherent limitations of historical financial reporting as a reliable predictor of

stability and future value cannot be overcome by such

requirements, and surely not in a cost beneficial manner.

subjective disclosure

Financial statement users

must remain aware of the nature and limitations of historical financial reporting. We

believe current SEC requirements, which are far more objective and workable,
adequately deal with risks and uncertainties of publicly traded companies within the
practical bounds of financial statements.
The increased costs that would result from these proposals, both direct and indirect,

would come at a time when U.S. companies are aggressively striving to eliminate

non-value-added activities to remain competitive in the global markets.

We strongly encourage the AcSEC to reconsider the merits of the concerns expressed
in the minority view. Expanding the boundaries of financial reporting by introducing
significant new subjectiveness of open-ended disclosure requirements regarding risks

and uncertainties would not only be costly, but extremely unwise and counter
productive. If the goal of the AcSEC is to bolster the public's confidence in financial

reporting and the public accounting profession, then the Exposure Draft's proposals

need to be re-examined.
Respectfully,

Thomas M. Budinich

Vice President and Controller

Convene A. Chellis, III
Martha H, Mitchum
Edward H. Daniell
James T. Truesdale

CHELLIS
MITCHUM
DANIELL

Ellen K. Adkins
James W. Coble, Jr.
Betsy M. Williams

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, New York 10036-8775

Re:

Exposure Draft on Proposed Statement of Position
"Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility"

Dear Mr. Gill:

The Technical Standards Committee of the South Carolina Association of Certified Public
Accountants has reviewed the exposure draft mentioned above. We believe the
proposed statement will provide useful guidance; however, we have the following
comments:

We would support excluding non-public enterprises from the requirements
of the SOP, especially the sections pertaining to:
the entity’s financial flexibility
the entity’s current vulnerability due to concentrations

Many small businesses do not have cash flow forecasts which would permit
conclusions and disclosures about the entity’s financial flexibility.
Developing and auditing or reviewing this information could be very costly
to smaller businesses. The present requirements of SAS 59 related to
going-concern issues should be adequate.

The terminology "reasonably possible" should be changed to "reasonably
probable." "At least reasonably possible" status could be easily achieved
and puts auditors at much greater risk of failing to disclose all applicable
cases.

______________ Certified Public Accountants and Business Advisors------------------------Post Office Box 927 128 S. Main Street, Summerville, SC 29484 / (803) 873-8850 / FAX (803) 871-1784
• 631 St. Andrews Boulevard, Charleston, SC 29407 / (803) 766-1651 / FAX (803) 556-2194

Mr. Frederick Gill
July 30. 1993
Page Two

•

Footnote 12 on page 15 of the SOP suggests that a general footnote
regarding vulnerability due to concentrations would be necessary in the
majority of financial statements. We believe this concentration should be
apparent from the disclosures required of the nature of the entity’s
operations, especially in non-profit and governmental entities.

In general, the SOP would lead to additional generic disclosures which are not very useful
to non-public companies. Users of these types of financial statements are almost always
aware of the matters required to be disclosed by the SOP through other means such as
loan request packages, financial forecasts and projections, etc. In today's society of
litigation, these disclosures may be very helpful to public enterprises and governmental
entities if the terms were clarified as discussed above.
in closing, we also concur with the response of POPS Technical Issues Committee as
dated June 22, 1993.
We appreciate the opportunity to present these comments.
Sincerely,

Martha H. Mitchum, CPA
Chairman
SCACPA Technical Issues Committee
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OFFICERS AND
EXECUTIVE COMMITTEE
President

ROBERT H. ATTMORE
Deputy Comptroller
Management Audit
6th Floor
Alfred E. Smith Building
Albany. NY 12236
(518)474-5598

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
New York, New York 10036-8775

Dear Mr. Gill:

President-Elect

TOM L. ALLEN
State Auditor
Utah

Secretary-Treasurer

MAURICE CHRISTIANSEN
Auditor General
South Dakota

OTHER MEMBERS
Immediate Past President

CHARLES L. LESTER
Auditor General
Florida

ANTHONY VERDECCHIA
Legislative Auditor
Maryland

DANIEL G. KYLE

On behalf of the National State Auditors Association (NSAA), I am pleased to
provide you these comments regarding the exposure draft of the proposed
statement of position (SOP), Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility. The following comments are not
intended to represent a single response for each NSAA member individually.
The views of some members may not be fully in concert with all comments
presented here. Individual state auditors may wish to comment on this
proposed statement separately.
NSAA recognizes the concern of the Accounting Standards Executive Committee
(AcSEC) for those entities not providing information that would enable the
user of the financial statements to recognize potential financial problems.
Nevertheless, NSAA agrees with the minority view that this SOP should not be
issued.

Legislative Auditor
Louisiana

R. THOMAS WAGNER, JR.
Auditor of Accounts
Delaware

In addition to the specific concerns stated in the minority view on pages 18
and 19, NSAA believes that the proposed SOP exceeds current disclosure
requirements under generally accepted accounting principles (GAAP)
promulgated by the Governmental Accounting Standards Board (GASB) and the
Financial Accounting Standards Board (FASB). We question whether the
AICPA should take that role.

Paragraph 1 indicates that the guidance in the proposed SOP is largely based
on the AICPA’s 1987 Report of the Task Force on Risks and Uncertainties,
which was intended to help standard-setting bodies and others identify
practical methods of improving the information communicated to users of
financial statements to help them assess those risks and uncertainties.
However, the proposed SOP does not indicate that the AICPA formally
communicated the results of the 1987 report to either the GASB or the FASB
for use in their due-process deliberate

Relmond P. Van Daniker, Executive Director for NASACT
2401 Regency Road, Suite 302, Lexington, Kentucky 40503, Telephone (606) 276-1147,
Fax (606) 278-0507 and 444 N. Capitol Street, NW, Washington, DC 20001
Telephone (202) 624-5451, Fax (202) 624-5473

Draft NSAA Response to AICPA ED on Risks and Uncertainties
August 5, 1993
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Paragraph 5 indicates that the disclosure requirements in this proposed SOP
are similar to or overlap those in certain GASB and FASB pronouncements.
Paragraph 6 states that the disclosure requirements, in many cases, will be
met or partly met by compliance with such other pronouncements. NSAA
believes that similar or overlapping GAAP from two different hierarchy
categories will confuse both preparers and attestors.

It is not in the best interest of either the accounting and auditing profession
or the general public for AcSEC to establish GAAP outside the due-process
proceedings of the standard-setting bodies created for that purpose or to
accentuate the auditors' perception of standards overload by issuing guidance
that admittedly overlaps and duplicates existing requirements. Therefore,
NSAA strongly recommends that AcSEC not issue the proposed SOP as a final
document. Rather, NSAA recommends that AcSEC formally communicate its
research and findings on risks and uncertainties to GASB and FASB with a
request that both boards consider the need for these additional disclosures.
NSAA appreciates the opportunity to provide these comments to the AICPA. If
you have any questions, feel free to call me at (518) 474-5598 or Cindy
Upton at NSAA at (606) 276-1147.

Sincerely,

Robert H. Attmore
President

cc:

James Antonio, Chairman, Governmental Accounting Standards Board
David Bean, Director of Research, Governmental Accounting Standards
Board

Texaco Inc

G H Eaton
Assistant Comptroller
Comptroller’s Department

2000 Westchester Avenue
White Plains NY 10650
914 253 7449
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

File Reference 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas

New York, New York 10036-8775
Dear Mr. Gill:
Texaco appreciates the opportunity to offer its comments on the Exposure Draft (ED) of the

proposed statement of position, Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility. Texaco supports the concept that an objective of financial reporting is to

provide information that is useful to investors, creditors, and others in making investment, credit,
and similar decisions. We agree that providing information that helps one assess an enterprise’s
exposure to risks and uncertainties is consistent with that objective. We believe, however, that

there is a distinct difference between providing information that serves to identify potential risks

and

uncertainties and providing management’s assessment of those potential risks and

uncertainties. The proposed subjective disclosures of possible occurrences go beyond that of
existing GAAP and beyond what should be covered under an auditor’s certificate.
The weighing of risks and uncertainties is an inherent part of the investing and lending processes.

Financial statements should provide information
In this regard, Texaco concurs with the ED’s proposed
10.) and the use of estimates in the preparation

users which those assessments can be based.

disclosures about the nature of operations

financial statements

11.), but does not

agree with the proposed disclosure requirements concerning significant estimates, current
vulnerability due to concentrations and financial flexibility. We believe that the latter three types

of disclosures are distinctly different in nature from those in ¶s 10. and 11. in that a high degree
of subjectivity will be involved.

Nature of Operations:
In Texaco’s opinion, the proposed disclosures concerning the nature of operations, when
considered together with the disclosures already required by SFAS 14, Financial Reporting for

Segments of a Business Enterprise, SFAS 57, Related Party Disclosure, and SFAS 105,

Disclosures of Information about Financial Instruments with Off-Balance Sheet Risk and

Financial Instruments with Concentrations of Credit Risk, provide adequate factual and objective

-2information from which investors, creditors, and others can draw their own conclusions about the
general risks inherent in a particular line of business or area of operation and also about risks
specific to a particular enterprise, including those from certain concentrations.

Current Vulnerability Due to Concentrations:
In support of its proposals regarding disclosure about current vulnerability due to concentrations,
the ED notes that SFAS 14 is not applicable to enterprises in general and that SFAS 105 does

not address liquidity risks.

We note, however, that to some extent the type of disclosures

proposed in ¶ 20. of the ED are already required under existing GAAP when their omission
would cause the financial statements, when taken as a whole, to be misleading.

SFAS 21,

Suspension of the Reporting of Earnings per Share and Segment Information by Nonpublic
Enterprises, states in ¶ 9. that the exemption of certain entities from SFAS 14 requirements "does

not affect the disclosure of information about economic dependency when such disclosure may
be necessary for a fair presentation."

We believe that disclosure of economic dependency

without assessment of risk is a more objectively determinable disclosure criterion than the mere
reasonable possibility that an event will occur to cause a near-term severe impact

Disclosure

of the existence of economic dependency is also consistent with our view that financial
statements should identify situations that may expose an enterprise to risk without making

subjective representations about those risks.

Certain Significant Estimates:
Texaco concurs with the proposed inclusion in the notes to the financial statements of a general

statement addressing the use of estimates, assumptions, and judgements in the preparation of the
statements.

However, the disclosures as proposed about certain significant estimates would be

based on criteria too subjective to result in an improvement in financial reporting. By definition,
any amount that was derived using estimates, assumptions, or judgements is subject to future

revision.

The criterion of reasonably possible which is proposed as the basis for disclosure

pertaining to potential material changes in estimates is so uncertain as to allow a possible

probability of less than 50%. It is not reasonable to expect preparers to make representations on
this basis nor to expect auditors to be able to audit for omissions.

Current GAAP already require specific disclosures about areas of financial reporting which are

dependent on estimates, assumptions, and judgements, such as contingencies, pensions,

postemployment benefits, deferred tax assets, and others. We believe the general disclosure about
the use of estimates in the preparation of financial statements should include cross references to

other notes that discuss significant estimates in more detail. Such a cross reference would serve
to direct the attention of the financial statement user to the specific areas of an entity’s financial
statements already addressed by GAAP in which estimates, assumptions, or judgement played

a significant role.

-3-

In our opinion, adding a new level of subjective disclosure is not a panacea for the problem of
misunderstanding by users of the limitations of financial statements caused by the use of

estimates therein. Rather, a more appropriate means to improve the user’s awareness would be
to add additional caveats in the standard auditor’s opinion or to provide further caveats in the

proposed statement regarding the use of estimates by management in preparation of financial

statements (¶ 11.).

Financial Flexibility:
The ED would require inclusion in the notes to financial statements of a discussion about an

entity’s financial flexibility. Specifically, the discussion would address management’s expected

course of action when it is determined that it is at least reasonably possible that the entity will
not have the ability over the near term to pay its expected cash outflows without taking certain

actions.

In the absence of doubt as to an entity’s ability to continue as a going concern, we do not believe
that these proposed disclosures are warranted within the financial statements.
Financial
statements provide information about profitability, cash flows, debt maturities, and other

commitments and obligations from which a user can assess an entity’s ability to meet its future
obligations. When the continued viability of the enterprise is not in doubt, the enterprise often

may have numerous courses of action which it could pursue in the normal conduct of its business

to address a temporary cash flow problem. Inasmuch as many of these alternatives are obvious
and available to entities in general, a listing of what would amount to be an enterprise’s

preferences from among them would not improve financial reporting. Furthermore, disclosure
that certain of these courses of action are being considered could result in the entity obtaining

less than favorable terms on certain arrangements and possibly lead to a worsening of the entity’s
financial condition through the negative inferences those disclosures could produce.

Although Texaco believes that financial statements should address risks and uncertainties, it is
our position that disclosures within the related notes should generally be limited to identification
of potential areas of risk and uncertainty with more subjective disclosures required only when

a higher threshold than reasonably possible has been breached. We recognize that much of the

information called for in the ED is currently disclosed by Securities and Exchange Commission

registrants in the Management’s Discussion and Analysis sections of their reports. We believe
this is the proper location of information that does not pass the probability tests that would
require its inclusion in the financial statements or notes under existing GAAP.

-4Nevertheless, while it may be desirable to have nonregistrants disclose similar information, we
do not believe that placement of the information within the audited financial data by all entities

is

a viable means of meeting that objective.

We would recommend that non registrants be

encouraged to provide such information together with their audited financial statements.
The opportunity to comment is appreciated.
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Mr. Frederick Gill,
Senior Technical Manager
Accounting Standards Division,
AICPA
1211 Avenue of the Americas
New York, N. Y.
10036-8775

File 4290

Dear Mr. Gill:
Re:

Exposure Draft
Proposed Statement of Position
Disclosure of Certain Significant
Risks and Uncertainties and
Financial Flexibility

This letter will address the above exposure draft taken
as a whole rather than individual components of the draft.
The principal problem is that certain portions of what is
being called on for more disclosure for the purpose of this
exposure draft are not necessarily "significant" when
considering financial statement reporting taken as a whole.
This statement applies to every category that was listed
in the exposure draft.
That is:

.
.
.
.
.

Operations
Estimates in the financial statement
Certain significant estimates
Vulnerability due to concentrations
Financial flexibility

If, of course, the purpose is to make accountants "look
smarter" by putting all this in and charging their clients

Page 2

more, then we need it.

... Might need some more stuff too.

However, a good part
exposure draft falls into
things such as estimates,
concentrations, financial
interesting questions.

of what is being asked for in this
managements area.
Especially
vulnerability due to
flexibility, etc.
This raises some

.

Is the accountant now reporting on what management is
doing, or is he now trying to influence management?

.

Since a number of these assumptions call for
management accounting assumptions, can the accountant
maintain his independence by working-up and
disclosing all that this draft calls for?

Accordingly, I feel that the draft needs to be
reconsidered with these points in mind.
Be that as it may, my principal concern is for the small
and medium size business.
Especially those that are
non-publicly held.
Any re-write of this draft needs to
consider the small business concerns.
Disclosure exemptions
need to be in place for these businesses.
It is unconscionable to think that a small independent
incorporated automobile mechanics shop is going to need the
same level of disclosure on any of this that General Motors
would have.

With this in mind,
reconsidered.

I feel that the draft needs to be

Sincerely,

George M. Parker
Accountant

BALTIMORE

GAS AND
ELECTRIC

CHARLES CENTER • RO. BOX 1475 • BALTIMORE, MARYLAND 21203-1475

Richard M. Bange, Jr.
Controller

July 29,1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8755

Dear Mr. Gill:

Baltimore Gas and Electric Company (BG&E) is pleased to offer its comments in response
to the AICPA Accounting Standards Executive Committee’s exposure draft of the proposed
Statement of Position (SOP) "Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility.''

BG&E is an investor-owned public utility primarily engaged in the business of producing,
purchasing, and selling electricity, and purchasing and selling natural gas within the State of
Maryland. The Company furnishes electricity to an area of approximately 2,300 square miles with a
population of over 2.5 million and gas to an area of approximately 600 square miles with a population
of nearly 1.9 million. The rates charged by the Company to provide these services are established in
formal rate proceedings before the Public Service Commission of Maryland. The Company also
owns several subsidiary companies which are engaged in diversified activities including financial
investments, real estate development, and developing and operating alternative energy projects.

Overall Comments
BG&E believes that the requirements of the proposed SOP, if adopted as written, are so
ambiguous that they will place an unreasonable burden on management to disclose in the financial
statements all reasonably possible future events. Furthermore, as a result of the ambiguous criteria
for disclosure established in the proposed SOP, the likelihood that actual experience will vary from
management’s judgements is very high. As a result, both the Company’s management and external
auditors will be unnecessarily exposed to unwarranted criticism for failing to accurately predict the
future. Finally, the proposed SOP will result in a duplication of many disclosures currently required
under Generally Accepted Accounting Principles (GAAP) and by the Securities Exchange
Commission (SEC). As a public company required to file financial reports with the SEC, BG&E
already provides much of the information required by the proposed SOP in its Annual Report on
Form 10-K.

Specific Observations
As written, the proposed SOP indicates that management is required to identify and disclose
all reasonably possible events which may have a material effect on the financial statements due to

z

their potential effect on estimates used in preparing the financial statements or their potential to
expose the Company to severe impact as a result of a concentration. The requirement to disclose all
reasonably possible events which could have such impacts is an ambiguous criterion which will result
in management expending significant time and funds to provide a rational basis for its assessment of
every future event which can be reasonably expected to occur. By contrast, SEC requirements to
discuss known trends in earnings and liquidity represent a more well-defined and widely understood
standard on which to base disclosure requirements. BG&E believes that this proposed SOP will
place an unreasonable burden on management and that, in most instances, the cost of developing the
information to be disclosed will exceed the benefits to readers of the information.
Because the requirements of the proposed SOP are vague, they do not provide management
with an objective basis from which to develop credible assessments. The judgements made by
management of which future events are deemed to have a reasonably possible likelihood of occurring
could easily be criticized based on hindsight The probability that actual experience will vary from
management’s judgements is very high. As a result, management, as well as external auditors, who
for the first time will be required to express an audit opinion on future projections, would be subject
to significant exposure if the notes to the financial statements are required to include the disclosures
set forth in the proposed SOP.
As a public entity, BG&E is subject to the requirements of the SEC. The regulations of the
SEC (e.g., SEC Regulation S-K, Item 303) require fairly substantive disclosures of known trends in
the results of operations, liquidity, and capital resources in the Management’s Discussion and
Analysis (MD&A). It is BG&E’s opinion that the requirements of the SEC address the very
objectives of this proposed SOP. Accordingly, BG&E believes that enterprises subject to the
requirements of the SEC should not be subject to the requirements of this SOP as the disclosures
would be duplicative.

BG&E recognizes that the objectives of the proposed SOP may have merit for companies not
subject to the requirements of the SEC. If the AICPA believes that nonpublic companies should
disclose forward-looking information, the proposed SOP should be revised to require disclosures
similar to those provided by public companies in the MD&A. This information could be disclosed in
the notes to the financial statements in a separate footnote.

Conclusion
BG&E does not believe that the disclosures required by the proposed SOP would add value
to the financial statements for public entities subject to the regulations of the SEC because these
disclosures would place an unreasonable burden on management, would unnecessarily subject
management to significantly increased exposure, and would duplicate many of the disclosures
required by the SEC. Accordingly, BG&E strongly recommends that public companies subject to
SEC reporting requirements be excluded from this SOP. Additionally, if the proposed SOP is to be
applied to nonpublic companies, a footnote in the financial statements disclosing information similar
to the MD&A disclosures currently made by public entities would be sufficient.

BG&E supports the AICPA’s efforts to develop effective standards of financial accounting
and reporting and appreciates this opportunity to provide the Accounting Standards Division with its
views regarding these important issues.
Sincerely,

CHECKERS SIMON&ROSNER

Certified
Public
Accountants

July 30, 1993

and Business

Mr. Frederick Gill
Senior Technical Manager
Recounting Standards Diuision
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New YORK, New York 10030-8775

Advisors

Re: File 4290
Dear Mr. Gill:
The Firm Checkers, Simon & Rosner ("Checkers") is pleased to respond to the
Recounting Standards Division's recent exposure draft,Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility (the "Proposed
Statement").

We have read the proposed statement with great interest and, in general
terms, Checkers supports the goals of the proposed statement and the
Institute's various efforts to improve the financial reporting process.
Given the trying conditions in which the profession has found itself in recent
years, and the legitimate although sometimes conflicting — desires to
improve service to clients while reducing the firms' liability and other risks,
any proposal such as the Proposed Statement would be controversial and
difficult to objectively evaluate. We believe that, because of the profound
changes which this proposal, if adopted, would Hague on the financial
reporting process and on the independent accountant's perceived role in that
process, it is vital that the Recounting Standards Division fully consider the
views of all constituencies of financial reporting. We will address our
comments from the perspective of a large, local firm, although many of our
observations may well mirror those of other respondents speaking from
other perspectives.

Checkers agrees with the objective stated in Statement of Financial
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Accounting Concepts No. 1, Objectives of Reporting by Business Enterprises,
of "providing information that is useful to present and potential investors
and creditors and other users in making rational investment, credit, and
similar decisions." We further believe that some modifications to the
current financial reporting model could potentially contribute to better
achieving of this goal. However, we are concerned that certain attributes of
the requirements set forth in the Proposed Statement would work to the
disadvantage of mang users of financial statements, to the harm of the
reporting entities, and to the detriment of the public accounting profession.
We further question whether the cost-benefit relationship is positive for
the vast preponderance of financial statement issuers.

Specifically, we believe that many of the proposed disclosures are either
inherently too subjective or would introduce language into the financial
statements which would diminish the perceived accuracy and importance of
the information presented therein. Apart from the first of the five
elements which the Proposed Statement targets for expanded disclosure
(nature of operations), all of the matters to be set forth would involve
substantial — albeit varying — degrees of subjectivity and speculation.
Even the matter of uses of estimates (the second element in the Proposed
Statement) involutes the subjective assessment of which elements in the
financial statements (eg., revenue recognition, contingencies disclosures)
Hague been based on estimates. The proposed criteria — such as “seuere
impact" and "reasonably expected to know" — serve to underline how
subjective much of this proposal actually is.
The last three elements (certain significant estimates, current vulnerability
due to concentrations, and financial flexibility) are the more subjective, of
course, and in some cases would be heavily dependent upon the reporting
entity's knowledge — or, more a matter of concern to independent
accountants, its admitted knowledge — on certain issues. For example, the
"certain significant estimates" disclosures about the value of inventories
given technological changes which may be on the horizon (exemplified by
illustrative Disclosure $, at page 23 in the Proposed Statement) could clearly
be very difficult to verify or to identify should management not admit to
having this knowledge. While we understand the role of management
representations in the context of audits and reviews, and the independent
*
accountants
duty to corroborate and evaluate those representations, we
strongly believe that this (and certain other) proposed disclosure would add
a new and difficult dimension to the verification process, which the
profession may not presently have the tools to adequately address.
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Similar difficulties would arise in connection with the other required
disclosures. Vulnerabilities due to concentrations would be largely
determined by the client self-reporting on the industry's structure and
competitiveness factors, which -- except for certain large, well understood
industries such as automobile manufacturers, airlines, and major fast food
chains — the auditors would generally be hard pressed to independently
evaluate. Checkers agrees that, in concept, every outside accountant (even
if only performing compilation services) should have a level of knowledge
about his client which would facilitate this verification process. In fact,
especially for smaller firms and/or those accountants serving smaller
clients, this is not always the case at the present time. Thus, as a practical
matter, it might be very difficult for independent accountants to fulfill
their responsibilities as compilers, reviewers, or auditors of financial
statements which contain the disclosures to be mandated by the proposed
atement.
st
Possibly the most difficult of the five elements would be the last, financial
flexibility. Particularly with regard such matters as the refinancing of
debt, we believe that this note would contribute little or nothing significant
(since the maturities of the entity's obligations are already disclosed under
GRAP, cash used to service debt is made clear in the cash flow statement,
etc.). Again, much of the information would be opinion (ability to obtain
alternate financing, etc.), perhaps impossible to truly verify.
Our second major concern is that the proposed disclosures, even if factually
correct and verifiable by the independent accountant, would introduce an
extremely negative tone to the financial statements of even the query
strongest reporting entities. Given the inherent uncertainties of all
estimates, the (widely understood) limits of the historical cost model of
financial reporting, the competitive worldwide economic circumstances and
many other factors which are hardly new to investors, lenders and other
regular users of financial information, these added disclosures would likely
create the impression that the reporting entity's circumstances had
deteriorated so significantly as to warrant insertion of such caveats. We
are particularly concerned that many reasonably healthy companies will
nonetheless have disclosures which will make them look very risky versus
the benchmark Fortune 100 enterprises, which will lessen the marketability
of their securities and increase their borrowing costs. Notwithstanding
whatever public education efforts are undertaken to explain these new
disclosures, there will still be, we believe, a negative reaction which could
easily become disruptive to the normal functioning of the financial markets,
lending relationships, and so forth.
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Finally, we are concerned that the cost of developing this information will
exceed the benefits, particularly for businesses in our market niche — so
called "middle market" companies — and for smaller entities. We would
have been substantially less concerned had the Division conducted empirical
research before this proposal was released, and we urge the Division to
undertake such study before acting on this proposal. If this is done, we
furthermore strongly urge that small and medium sized companies
representing a variety of industry segments be included, and that the focus
not be purely on "Big Six" clientele, which in many cases already have
sophisticated management information systems which may be providing
information relevant to the proposed disclosures. It is indeed the smaller,
less sophisticated companies which will bear the brunt of these new
disclosures, and these are the entities which should be most heavily
represented in any sample with which empirical studies are conducted.

I would be pleased to discuss any of the matters addressed above with the
Division at its convenience.
Very truly yours,

Jerome R. Harris
.Managing Partner
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Oceanview Nursing Home
48 Washington Street

Lubec, Maine 04652

Tel. (207) 733-4900

July 30, 1993

Frederick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
I am writing to you to express my opposition to the proposed AICPA
Statement of Position, Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility.

As an accountant for a 50 bed Nursing Facility in Maine, I feel any
potential benefits gained by this Statement of Position will not be cost justified
As a smaller business with just one shareholder, the extra cost of the proposed
required disclosures will unnecessarily burden us with already tremendous
accounting fees, not to mention administrative costs.
For smaller corporations
and privately owned entities these reporting requirements are not necessary.
I urge the AcSEC to re-evaluate their proposal which would burden smaller
entities such as ours, in a time when many businesses are struggling in a
sluggish economy.
Sincerely,

Kenneth H. Page
Financial Services Coordinator

CORDLE AND COMPANY, CPAs PC
GENE STRAUB, CPA
ROBERT L NISSEN. CPA

A MEMBER OP.
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
COLORADO SOCIETY OF CERTIFIED PUBIC ACCOUNTANTS

July 26,

1993

The American Institute of
Certified Public Accountants
1211 Avenue of the Americas
New York, NY
10036-8775
RE:

Exposure Draft on Risks and Uncertainties

Dear Sir or Madam:
I recommend that the POB recommendations not become an
integral part of GAAP.
Rather, I suggest that these be additional
requirements applicable to companies whose securities are traded
and who are required to file reports with the SEC.
I believe the additional disclosures would do little to
enhance the value of the financial statements for the typical
family-owned business.
It would, however, place much greater
responsibility on the CPA preparing the statements.
The cost
benefit ratio is not favorable.
Since the majority of new jobs are now provided by small
businesses, I believe adoption of the POB proposal would place a
substantial burden on our economy.
Additional overhead with very
small additional benefits.

Very truly yours,
CORDLE AND COMPANY

Gene Straub,

CPAs PC

CPA

EWS/ji

26 West Dry Creek Circle, Suite 580 • Littleton, Colorado 80120 • (303)798-2423 • Fax (303) 798-0922

Silver & Silver, p.a.
CERTIFIED PUBLIC ACCOUNTANTS
11403 CRONHILL DRIVE
BUSINESS CENTER AT OWINGS MILLS
OWINGS MILLS, MD 21117

(410) 581-2222
FAX (410) 581-0819

STANLEY M. SILVER, C.P.A.
ALAN R. SILVER, C.P.A.

July 28,

1993

American Institute of C.P.A.'s
1211 Avenue of the Americas
New York, NY
10036-8775
Gentlemen:

Please register our very strong objections to the proposal by
the Accounting Standards Executive Committee in their proposed
statement of position.

We agree completely with the members of the committee who have
dissented.
Please do not add to our problems
the A.I.C.P.A. since January 1945.

I have been a member of

Yours very truly,
Silver and Silver, P.A.

Stanley M. Silver, C.P.A.

AICPA.Ltr

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
MARYLAND ASSOCIATION OF CERTIFIED PUBLIC ACCOUNTANTS

PANHANDLE EASTERN CORPORATION
Gregory G. Gruber
Vice President and Con trailer

July 30, 1993

American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
Mr. Frederick Gill, Senior Technical Manager
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

Panhandle Eastern Corporation (Panhandle)
is pleased to have the
opportunity to submit its comments concerning the Exposure Draft of the Proposed
Statement of Position, Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility (the ED). Panhandle, a publicly-owned holding company,
operates ones of the nations largest interstate natural gas pipeline systems,
providing natural gas transportation and related services to the Midwest and
Northeast markets.
Panhandle had total consolidated revenues of approximately
$2.4 billion in 1992 and total assets at December 31, 1992 of approximately
$6.9 billion.

General Comments
Panhandle is opposed to the ED in its current form as we believe the
requirements are vague, potentially costly to implement, and counterproductive
as they would create confusion among financial statement users. We believe the
requirements for disclosures to include the nature of operations and the use of
estimates in preparation of financial statements are logical and beneficial
without being costly.
However, the remaining required disclosures may be
difficult to prepare and leave companies open to increased audit and litigation
costs.

We would also like to express our concern that this issue is being
addressed by the American Institute of Certified Public Accountants (AICPA)
rather than the Financial Accounting Standards Board (FASB).
While we
acknowledge that the AICPA certainly has the necessary authority to do so, the
FASB has typically been the established entity to handle such all-encompassing
issues while the AICPA addresses more industry-specific matters. We believe this
ED is clearly considered an expansion (or amendment?) of Statement of Financial
Accounting Standard No. 5 Accounting for Contingencies (SFAS No. 5) which was
issued by FASB.
As FASB is the highest authority of accounting rulemaking,

P.O Box 1642

Houston. Texas 77251-1642

5400 Westheimer Ct 77056-5310

713-989-3675

Facsimile: 713-989-3710
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generally handles wide-ranging accounting issues, issued the accounting rules
which this ED would modify and has a well established and understood due process
for its pronouncements, we would prefer this issue be promulgated by that
rule-making body.
Specific Comments

a.

Nature of Operations
We concur that this information is relevant for all companies and provides
the reader with a general idea of a company's functions and environment.
As such disclosures are basically already required by public companies,
the cost of this requirement would be minimal. This information can help
the reader assess the financial information presented and any inherent
risks in the industry or market in which the company is involved.

b.

Use of Estimates in the Preparation of Financial Statements

We agree that a generic disclosure regarding the use of management's
estimates might be helpful in reducing the expectation gap between
preparers and users of the financial statements. Management's estimates
have always been a part of accrual accounting and, like most companies,
Panhandle utilizes management's estimates in many of its accounting
policies and disclosures.
While we believe the vast majority of our
financial statement users are aware of the use of management's estimates,
it certainly would not be costly to explicitly state that management's
estimates are used in financial statement preparations.
c.

Certain Significant Estimates

It appears to us that this section of the Exposure Draft is trying to
close some imagined loopholes in SFAS No. 5 disclosure requirements.
In
today's litigious and volatile environment, it is understandable, and even
prudent, that we evaluate the adequacy of these disclosures. However, we
are not convinced that this disclosure, as. proposed, would provide the
users of our financial statements with relevant additional information
that is likely to lessen the risks in today's environment, and may, in
fact, increase such risks.

Panhandle believes this disclosure would create confusion among financial
statements users. Many footnotes that first give the Company's estimate
of probable loss would then state that it is reasonably possible that this
estimate will change. To many readers, the distinction between "probable"
and "reasonably possible" will be completely lost and the disclosure,
including the estimated loss amount, will lose its impact since the reader
will be unclear as to what the Company believes. In addition, an estimate
is inherently subject to uncertainty and any reader will know that a
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change is possible if that estimate is clearly identified as an estimate.
In fact, the very nature of estimates make it remote that an estimate will
not change, making the requested disclosures of virtually no benefit.
Further, the requirement that this disclosure be based upon information
which management is reasonably expected to have knowledge could be very
burdensome.
As stated in the minority views, compliance with this very
open-ended requirement may result in exhaustive searches of information by
both management and their auditors to prevent second guessing.

By adding the disclosure of certain significant estimates to the
footnotes, auditors will need to expand their work on such estimates.
First, auditors will need to concur with the Company's statements that it
is reasonably possible that material estimates may change in the nearterm. Second, they will also have to review all material estimates which
management does not believe will have a reasonable possibility of changing
in the near term and obtain comfort with those views.
Put another way,
the auditors role will expand past their current role of obtaining comfort
with all material estimates, to obtaining comfort on when such estimates
have a reasonable possibility of changing.
The obvious result is an
increase of audit costs which may be significant for companies that
utilize extensive estimates.

The above discussed problems with this disclosure of certain estimates
will also result in increased second guessing and litigation by financial
statement users.
The users' confusion as to why a reasonably possible
estimate revision is not yet booked, especially if it has been audited,
will only lead to increased legal claims.
d.

Current Vulnerability due to Concentrations

We note that the term "concentration’' is never defined in the ED and we
believe the descriptions of concentrations are vague and confusing. While
the concentrations of supplies, customers, and markets used in your
examples are understandable, we are baffled by the need to disclose a
concentration of liabilities and concerned about the all-encompassing
category relating to "the nature of an entity's operations or operating
needs."
For instance, for regulated companies, does such regulation
represent a "concentration" that would need to be evaluated?
One
interpretation could be that all risks of reasonably possible occurrences
that would have a near-term severe impact must be disclosed.
If that is
the intent, it certainly can be stated in a more clear and direct fashion
rather than trying to categorize various areas of such risk.

Regardless of the intent of this section of the ED, we believe the
requirements to disclose vulnerability due to concentrations based upon
reasonably possible occurrences would be costly to implement and confusing
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to readers.
The wide-range of possible "concentrations" could make
identification difficult and disclosures lengthy and inconsistent between
companies. Users of financial statements would also tend to be confused
by the disclosure of a multitude of risks that management does not believe
are probable of occurrence.

e.

Financial Flexibility
We do not believe this disclosure is cost/benefit justified for general
purpose financial statements.
For public companies, this information is
already available in MD&A, except that the ED requires such information
using a "reasonably possible" threshold while the SEC uses a "reasonably
likely" threshold. Thus, it would appear the ED's provisions will be more
onerous than current requirements for public companies.
Further, the
varying requirements could result in different disclosures relating to
liquidity in MD&A than in the financial statements.
Such differences
would undoubtedly be very confusing to readers.
For private companies, this requirement could be a costly exercise.
As
the minority view states, the "reasonably possible" threshold is so low as
to require extensive analysis by private companies for an event they do
not consider likely to happen. While liquidity is extremely important for
all companies, an investor in a private company will already require a
great deal of information supplemental to the financial statements
relating to future activities.
There is little benefit to including in
the footnotes this one small piece of what the investor will require.
However, the costs for all parties to include this in their general
financial statements could be significant.

We would also like to comment on the Effective Date discussion in
paragraph 31. This paragraph states these new disclosures are to be required for
all interim periods subsequent to application of the standard.
This is not
consistent with other required interim disclosures that focus on significant
changes from the annual disclosures. Although these new disclosures pertain to
risks and uncertainties, unless a material change to the conclusions previously
stated in the annual disclosures has occurred, we don't believe that repeating
these general disclosures in each interim period will provide much benefit to
readers.
In fact, it may encourage readers to skip over these disclosures if
they are typically just repeats.
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Thank you for your consideration of our comments and concerns.
We
appreciate the opportunity to review and participate in the standards-setting
process.

0662rptp.cpl

Department

Number

A4505
Northwest Airlines
.
Inc
5101 Northwest Drive
St. Paul MN 55111-303-1

July 30,

NORTHWEST AIRLINES

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY
10036-8775

Dear Mr. Gill:
Please consider our comments on the March 31, 1993 Exposure Draft
on the Proposed Statement of Position "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility"
(SOP).
We appreciate the opportunity to comment on the Exposure
Draft.

We have prepared our response addressing each of the specific
proposed disclosures.
Issues requested by AcSEC for comment are
discussed where applicable.
Nature of Operations
Northwest
Airlines,
Inc.
(Northwest)
believes
the
proposed
disclosures relating to a description of major products or services
and its principal markets, including the location of those markets
would be useful information about an entity's operations. Although
FAS 21, "Suspension of the Reporting of Earnings per Share and
Segment Information by Non-public Enterprises" currently waives
this type of disclosure for non-public entities, Northwest feels
the disclosures would be easily obtained by all preparers of
financial statements at minimal cost.
Use of Estimates
This proposed disclosure would be helpful and is recommended for
all entities.
It informs the reader that estimates are a normal
part of the reporting process and properly assigns primary
responsibility for estimates with management.

Certain Significant Estimates
Based on the examples, we concur that including a discussion of why
an estimate is sensitive to material changes would be helpful to
the reader and would not be proprietary based on the examples
presented.
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However, Northwest believes that the current requirements of FAS 5,
"Accounting for Contingencies", meet the needs of the readers of
financial statements to record and disclose loss contingencies.
FAS 5 in paragraph 10 requires disclosure of reasonably possible
loss contingencies.
Presenting the consequences (as proposed in
the SOP) of an event that is not likely to occur could ultimately
increase the likelihood of occurrence.

In addition, Northwest feels this proposed disclosure would subject
both preparers and public accountants to increased litigation risk
if a contingency and its potential consequences are not disclosed.
Disclosure should help to decrease risk, not increase it.

Current Vulnerability Due to Concentrations
Northwest would recommend disclosure of concentrations if they
exist versus the proposed requirements that concentrations would
only be disclosed if it is reasonably possible that it would have
a severe impact to the entity.
It was our conclusion that the
existence of concentrations disclosure would not be proprietary (if
not specific) and provide the reader of the financial statements
with adequate information to assess risks, but not provide him or
her with the possible negative consequences.
The required
disclosures should exclude disclosures related to market/industry
concentration related to the line of business of the enterprise.
However, we would encourage AcSEC to set some objective guidelines
along with a checklist to promote uniformity in disclosure and
minimize litigation risk.
Any proposed guidelines should also be
submitted
for public comment.
The exposure to additional
litigation risk occurs because of the degree of judgment in
assessing what and when to disclose a concentration.
The
discretionary nature of the disclosure and the inability of both
the preparer and the external auditor to ensure that all the
necessary concentrations were properly disclosed could be costly.
Even though it probably will entail some additional cost, we
believe that this disclosure if properly as further defined should
apply to all financial statement preparers.

Financial Flexibility
This proposed disclosure is recommended to be eliminated in its
entirety as it creates concerns to readers of financial statements
and could create a self-fulfilling prophecy.
Any suggestion of
liquidity problems, even if merely "reasonably possible" could be
devastating.
If the entity is able to satisfy the requirements of SAS 59, "The
Auditor's consideration of an Entity's Ability to Continue as a
Going Concern", to obtain a clean audit opinion, further disclosure
would only confuse the reader of the financial statements.
Companies would be disclosing a situation which has already been
assessed as unlikely to occur and would probably be detrimental to
the entity's continued existence.
Also, this could be a very
costly disclosure for those entities that do not prepare cash
forecasts on a regular basis, which is not appropriate to require.
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Other
Addressing the other items requested to be commented on, it is
recommended that the disclosures be only done in the annual
financial statements as part of the footnote disclosures.
We would also recommend impairment of long-lived assets be excluded
from the scope of the SOP, as the FASB is currently addressing this
issue as a separate project.
***********
Northwest believes the certain of the proposed
In summary,
disclosures are not in the best interests of the financial
statement preparers and do not necessarily improve the quality of
process,
but
provide
protection
of
the
public
the
audit
The proposed disclosure requirements
(certain
accountants.
estimates,
current
vulnerability
and
financial
significant
flexibility) go beyond the Securities and Exchange Commission's
Management Discussion and Analysis disclosures which require
discussion of known uncertainties that could have an impact.
The
examples provided in the SOP tended to deal with possible events
and their impacts versus known events and their possible impacts.

We hope you consider our comments and I can be reached at 612-7267298 if you wish to discuss our conclusions in more detail.

Very truly yours,

Mark W. Osterberg
Vice President and Chief Accounting Officer

CIGNA Corporation
1601 Chestnut Street
Philadelphia, PA 19192-2116
(215) 761-1463

Gary A. Swords
Vice President
Chief Accounting Officer

CIGNA

July 30, 1993
Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

CIGNA Corporation appreciates the opportunity to comment on the AICPA’s March 31,
1993 proposed Statement of Position (SOP) entitled "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility". As a multinational insurance
enterprise and SEC registrant, we support full and fair disclosure in the financial
statements. However, as further explained below, we are concerned with the overall
thrust of the SOP, and believe it is redundant for SEC registrants.

In summary, the cost of implementing the proposed SOP would far outweigh any
benefit derived by financial statement users. The current accounting literature, if
properly applied, already provides financial statement users with adequate information
on risk and uncertainties related to the financial statements. Based on this and our
other concerns, we would urge the AICPA to not issue this SOP in its present form.
As noted in the Minority View section of the exposure draft, one of the critical
problems is the use of the "reasonably possible" criteria to determine whether a
company has a risk subject to disclosure. This criteria is so broad that it could require
financial statement preparers substantial additional time to identify every reasonably
possible event or outcome which could affect the company. In addition, this criteria
subjects companies, and their auditors, to the inevitable second guessing when events
occur subsequent to financial statement issuance which, in hindsight, should have
been disclosed as reasonably possible events. The possibilities are so numerous as to
make this criteria unworkable in practice.
Another source of confusion with the proposed SOP is its relationship to other
authoritative pronouncements. The SOP admits that there is overlap in disclosure
requirements, but asserts that its requirements supplement current literature.
However, it goes on to say that in most of the key disclosures of the SOP, the
requirement will be met (or partly met) by compliance with other pronouncements.
This discussion indicates that the SOP is not needed.

The following comments respond to specific aspects of the exposure draft.
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Scope
SEC registrants should be excluded from the scope of the SOP, since they are subject
to both current GAAP and MD&A disclosure requirements, which, in our judgement,
sufficiently inform the reader of significant risks and uncertainties.
Nature of Operations
The SOP should be modified to state that SEC registrants are in compliance with the
SOP if such registrant complies with SEC rules.
Use of Estimates in the Preparation of Financial Statements
Our view is that informed financial statements readers already know that estimates are
used, and where appropriate, the use of estimates is already disclosed. Therefore, this
type of disclosure is not needed.
Certain Significant Estimates
Our primary concern about this requirement is that the "reasonably possible" criteria is
too broad, given the continually uncertain economic and political times in which we
conduct business. Since the determination to disclose is highly subjective, companies
would be subject to constant second guessing as subsequent events unfold that should
have been disclosed in previous periods as reasonably possible.

Our view is that the current accounting literature, combined with SEC MD&A
requirements, already provide financial statements users with sufficient disclosure
regarding significant estimates, and the risks associated with them.
Current Vulnerability Due to Concentrations
In our judgement, the current disclosure requirements under SFAS No. 14, 30 and 105
combined with Item 101 of Regulation S-K related to descriptions of the business,
adequately covers disclosures of concentrations.
Financial Flexibility
Our view is that the current SEC MD&A requirement of discussing liquidity and capital
resources is sufficient to address this issue.

Placement of Disclosures
The placement of such subjective disclosures in the financial statements, requiring
them to be audited, unnecessarily raises the legal exposure of both the company and
its auditors. If such an SOP is to be issued, these disclosures should be part of an
unaudited supplement.
If you have any questions regarding our response, feel free to call me.
Very truly yours,

Gary A. Swords

AUG 12 '93
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August 11, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA, 1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

We are pleased to have the opportunity to provide you with our comments on the proposed
Statement of Position (SOP), Disclosure of Certain Significant Risks and Uncertainties, and
Financial Flexibility. We concur with the minority view that this SOP should not be issued. The
existing Management's Discussion and Analysis (MD&A) process works well for public companies
and generally provides adequate disclosure of significant risks and uncertainties. Further, the
overlap of the SOP with existing SEC requirements would be confusing to companies trying to
implement the SOP.
We strongly urge AcSEC to reconsider the need for the proposed SOP. For SEC registrants, we
question whether the issuance of this SOP will result in financial disclosures that are materially
more useful and relevant than would exist in the absence of such a standard. If the intent of the
proposal is to extend MD&A type disclosure to non-public companies, then an unaudited
supplement containing such information should be considered.
The following are our comments on the five areas addressed in the SOP:
Nature of Operations

We recognize the utility of a requirement that the notes to financial statements include a description
of operations where that information is not readily available elsewhere as part of the financial
information that is publicly distributed. For companies subject to SEC rules, such a requirement
would be redundant and cannot be cost-justified. For non-public companies, it seems as though
this need could be effectively met with an unaudited supplement to the financial statements that was
effectively a scaled down version of the MD&A.
Use of Estimates in the Preparation of Financial Statements

Financial statement users know that estimates are an integral part of accounting practices that
underlie the preparation of the financial statements. In addition, the auditors' report states that
estimates are used in the preparation of financial statements. A requirement to add this to the
footnotes would be redundant, and would result in boilerplate disclosure adding no value.

Mr. Gill
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Certain Significant Estimates

We believe that existing SEC MD&A rules, along with FAS No. 5, Accountingfor Contingencies,
adequately addresses disclosure of contingencies. Adding this supplemental disclosure to the
footnotes of public companies would be redundant and would not result in improvements to
financial reporting that would justify the related costs. Such supplemental disclosure could be
added for non-public companies through the same MD&A type document discussed above.
Vulnerabilities Due to Concentrations

Existing requirements of public companies on this issue, including FAS No. 30, Disclosure of
Information about Major Customers, FAS No. 105, Disclosure ofInformation about Financial
Instruments with Off-Balance Sheet Risk and Financial Instruments with Concentration of Credit

and SEC MD&A rules, adequately cover this proposed footnote disclosure of the effects of
concentrations and such additional footnote disclosure requirements would largely be redundant.
For non-public companies, an unaudited supplemental disclosure as discussed above could be
considered.

Risks

Financial Flexibility

We believe that existing MD&A rules requiring public companies to discuss liquidity and capital
resources adequately address this issue and this proposed footnote disclosure would be redundant.
An unaudited supplemental disclosure could be added for non-public companies as previously
noted.
Summary

Much of the information that would be required by the proposed SOP is subjective in nature and
does not tie directly or indirectly to a company's accounting records. It is this kind of information
that, under current standards, an outside accountant would not give "comfort" on. The AICPA,
however, now wants accountants to audit this information. The cost for auditors to subject such
forward looking disclosures to audit procedures would outweigh the benefits of characterizing the
disclosures as being audited. Additionally, throughout the SOP, it is stated that the disclosure
should be based on information of which management is "reasonably expected to have knowledge".
This language could be read as putting an affirmative duty on management to make affirmative
inquiries outside the company (i.e., with customers, suppliers, lenders, competitors, etc.) which
may not be appropriate or would be too time-consuming.

We believe that AcSEC should not issue the proposed standard. If, however, AcSEC chooses to
go forward with issuing a final standard which is similar to the proposal, the standard should
explicitly allow incorporation by reference from the MD&A or other sections of the document
containing the financial statements. Incorporation by reference would be consistent with the
approach taken in FAS No. 105, paragraph 122, where the FASB did not object to incorporation of
information by reference as long as that information was included elsewhere in the document
containing the financial statements.
******
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We thank you for the opportunity to present our views on the proposed SOP and hope that they
will be taken into consideration. We would be pleased to discuss our views further with members
of AcSEC or its staff.

Sincerely,
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Telephone (207) 774-6341
FAX (207) 879-0870

Nappi Distributors
235

Presumpscot Street

Portland, Maine O41O3

July 29,1993

Mr. Fredrick Gill

Senior Technical Manager

A.I.C.P.A.
Accounting Standards Division File 4290

1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:

As a small businessman wholesaling beer and wine in Maine, I can't believe your proposed S.O.P.,
Disburse of Certain Significant Risks and Uncertainties and Financial Flexibility. I can understand
your concern for S.E.C. clients, but to put this burden on privately owned companies, exempt

organizations, and state and local governments is crazy. Our financials are audited for our banks,

suppliers and insurance company, not for the public. These professionals know the business and
would get no benefit from all this extra disclosure and in my opinion, guess work
I hope you will reconsider this expensive and burdensome S.O.P. We are fighting hard enough to

run our businesses and do not need more paper work
Yours truly,

Elmer D. Alcott
Vice President

EDA:cj

Russell, Evans & Thompson
Certified Public Accountants
761 Monroe Street
Herndon, Virginia 22070
(703) 478-0320 • Fax: (703) 481-6529

July 26,

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division,
File 4290
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:

The Virginia Society of Certified Public Accountants Not-forProfit Organizations Committee is alarmed at the burden that
would be placed upon preparers and independent accountants by the
proposed statement of position "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility".
We believe
that the sections of the proposed statement relating to the
nature of operations, use of estimates in preparation of
financial statements, and certain significant estimates are
appropriate.

However, we take strong exception to the sections relating to
current vulnerability due to concentrations and financial
flexibility.
We believe the minority view expressed in paragraph
32 is correct especially with reference to the "reasonably
possible" criteria and cost and benefit of the information.
Considering the subjectivity of information and the "reasonably
possible" criteria, as stated in the proposed statement, we
believe "reasonable people", both optimistic and pessimistic,
within the same organization will have diverse opinions over what
is "reasonably possible".
"Probable" and "remote" as described
in Statement No. 5 are concepts that "reasonable people" have a
better chance of understanding.
Certainly these matters should
be thoroughly addressed in the footnotes if going-concern is an
issue.
Otherwise, absent a going-concern issue, it should be
management’s option to include such disclosure in their annual
report as a supplement to rather than an inclusion in the
financial statements.
Requiring such disclosure in the footnote to the financial
statements pits the accountant against management since
management is normally more optimistic compared to the accountant
who must maintain a high degree of professional skepticism
especially in our litigious environment.

Chevy Chase, Maryland • Fredericksburg, Virginia • Leesburg, Virginia
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Lastly, we feel this proposed statement is particularly
burdensome to small business and most especially to not-forprofits considering their size, financial resources, and
particularly their experience regarding such issues.

Very Truly Yours,

Dale H. Strickler, CPA
Chairperson
Virginia Society of Certified
Public Accountants
Not-for-Profit Organizations
Committee

DHS/dm

Arthur
Andersen
Arthur Andersen &. Go SC

Arthur Andersen &. Co.

July 31.1993

69 West Washington Street
Chicago IL 60602-3002
3125800069

Frederick Gill
Senior Technical Manager, Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill,

This letter contains our comments on the exposure draft of the proposed Statement of Position (SOP).
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility."
We support the Accounting Standards Executive Committee (AcSEC) in proceeding with the finalization
of this document as a Statement of Position as an interim measure. The SOP represents a clear, though
partial, response to the user community's requests for expanded disclosures about risks and uncertainties
faced by reporting entities.

At the same time, we do not believe that the SOP goes far enough in improving the usefulness of our
present financial reporting model. As the SOP acknowledges, it is based largely on the Report of the Task
Force on Risks and Uncertainties that was issued in 1987. Since that time, the forces of change that gave
rise to the recommendations of the Task Force have intensified. Several new studies by user groups and
others have addressed the usefulness of our present financial reporting framework and have called for
changes that are more comprehensive than those required by the SOP. In this regard, the AJCPA has
launched its own initiative, the Special Committee on Financial Reporting. In contrast to the more
limited focus of the Task Force, the recommendations of the Special Committee will likely be set in a
much broader view of the disclosures required by the financial reporting model of the future. We believe
the focus of the Special Committee is the correct one.

Having said that, we do not believe that the finalization of the SOP should be delayed, pending the release
of the Special Committee's report. While the Special Committee's work is not done, our best estimate is
that the information required to be disclosed by this SOP will be encompassed in the recommendations of
the Special Committee. It is relevant information that is needed by the users of today's financial
statements and should be disclosed.
Given these circumstances, we believe that the SOP should acknowledge the contemporaneous work of the
Special Committee. We also recommend that AcSEC commit in the SOP to review the SOP at a
specified future date in light of the recommendations of the Special Committee and the experience gained
in practice from the SOP’s implementation.
The following responds to the areas that AcSEC requested particular attention, together with our detailed
comments:
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Scope and Transition
The requirements of the SOP should generally apply to all reporting entities. We recommend, however,
that AcSEC carefully consider the need for an extended phase-in of the requirements for other than
"public" entities.
Paragraph 3 should clarify that the disclosures required by this SOP apply only to the preparation of a
"complete" set of financial statements.
Certain Significant Estimates

Paragraph 17 states that "disclosure of the factors that cause the estimate to be sensitive to material
change is encouraged but not required." Generally, disclosure of these factors should be required.
Withholding this information runs counter to the express purpose of the SOP. Without this information,
the users of the financial statements are forced to guess (1) why the preparers of the financial statements
concluded that the estimate may change by a material amount and (2) what the likelihood is that these
factors will ultimately cause a material change to occur. As the SOP elects not to provide the user with
any definitive probability assessments (other than "reasonably possible," consistent with the requirements
of SFAS No. 5), the factors that the preparers believe are relevant is of critical importance to the users in
their assessment of the possible future outcomes.
We believe concerns about proprietary or confidential information are overstated. Entities subject to the
SEC rules have faced these types of issues for decades and, to our knowledge, these issues have caused few
if any difficulties.

Paragraph 17 should be revised to clarify that the disclosure of the quantitative information prescribed in
SFAS No. 5 is also required for estimates that may not be deemed to be "contingencies" under SFAS No.
5, but meet the disclosure requirements of this SOP.
Paragraph 19 suggests that disclosure of "routine estimates" is not required. This description "routine"
should be dropped as it will create confusion rather than add clarity. Although an entity may have greater
experience in making routine estimate, they are no less subject to outcomes that differ by a material
amount than are "non-routine" estimates. If the guidance of Paragraph 19 is to be retained, the word
"routine" should be replaced with the word "some" in the first sentence and deleted in the second
sentence.
We disagree with footnote 8. If the conclusion is reached that it is at least reasonably possible that a
material change in estimate will occur in the near term, this is the conclusion that should be
communicated in the disclosure.
Finally, the SOP should be more specific in identifying what should be disclosed if the criteria are met
Paragraph 12 should be expanded to specify the information that would normally be "discuss[ed]" about
change-sensitive estimates. For example, the disclosure would normally include: (1) a description of the
assets or liabilities whose measurement is subject to material change and the factors that cause it to be
change-sensitive, (2) an indication that it is reasonably possible that the estimate may change in the near
term, and (3) the quantitative disclosures, if any, required by SFAS No. 5.
Current Vulnerability Due to Concentrations
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Risks associated with certain significant estimates deal with the measurement uncertainty related to a
future outcome as a result of a past event, that is, the event has occurred, but the future outcome is
uncertain. The concept of measurement uncertainty is recognized in the literature and is reasonably well
understood in practice. Risks associated with vulnerability due to concentrations, on the other hand, deal
with the magnitude of the impact that a possible future event would cause due to a concentration
developed in the past Put another way. the outcome (severe impact) is certain or reasonably certain (due
to the concentration) if an event (or events) occurs in the future. This concept is not well developed in the
literature. The SOP correctly acknowledges that disclosures related to concentrations would go beyond
what is generally presented in financial statements and require considerable judgment.

The notion of "concentrations" was introduced into the literature in SFAS No. 105. As the term
"concentrations" was used in that statement, its relevance was in the context of "credit risks." Paragraph
100 of SFAS No. 105 notes that "concentrations" of credit risks may be deemed both favorable and
unfavorable, although lack ofportfolio diversification is generally considered to indicate greater exposure
to credit risk (emphasis added). Interestingly, a concentration may present an "opportunity" as well as a
"risk", although the focus has generally been on the latter. The FASB, however, elected not to develop the
notion or provide additional guidance for its application.
The SOP broadly couples the existence of "concentrations" with exposing the reporting entity to "risk".
However, no substantive rationalization is provided for the basis of their linkage. Instead, the SOP relies
heavily on the use of the examples of concentrations that may cause an entity to be vulnerable, both in
paragraph 24 and Exhibit A. Certain examples imply (but don't explicitly state) that risk relates to the
entity's economic dependency. The notion of economic dependency was discussed by the FASB in SFAS
No. 21. The FASB acknowledged that its disclosure "may be necessary for a fair presentation." In
addition, certain of the examples in the SOP expand on the notion of risk due to lack ofportfolio
diversification beyond credit risks through the introduction of price risks (including interest and foreign
currency). The SOP fails, however, to acknowledge that the risks are associated with the notion of
portfolio diversification.

If preparers are to be charged with identifying "any concentration" that makes the entity "vulnerable", the
SOP needs to (1) be more explicit in describing the factors that create a causal relationship between
concentrations and risks, and (2) provide better guidance in associating the
f concentrations to their
related risks. We believe that the following guidance would greatly improv
varityof concept
"current vulnerability due to concentrations" and should be included in the
"Vulnerability" from concentrations arises because an entity is exp
a greater risk
loss
than it would have, had the entity been able to mitigate
risk of k
rough diversification.
Those risks of loss manifest themselves differently, depending on the attire of the concentration,
and include the following:
1. Concentrations in the volume of business transacted with another entity may result in
economic dependence on that entity. The loss of the business relationship could have a severe
impact. Examples include customers, suppliers, lenders, franchisers, distributors, taxpayers,
grantors, contributors, etc.
2. Concentrations in revenue sources subject an entity to risk of wider variations in
operations as a result of demand changes for that particular source of revenue. Concentrations in
sources of resources used in the entity's operations subject the entity to wider variations in
operations as a result of changes in the availability of the resource's supply. Examples of the
former include products, services, taxes, fundraising events, etc. Examples of the latter include
materials, labor, services, etc.
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3. Concentrations in the market or geographical area in which an entity conducts its
operations subjects the entity's business to the risks of negative effects of the economic forces
within that market or geographical area.
4. Concentrations of an entity's portfolio of assets, liabilities, or commitments with
common characteristics may subject the entity to a greater exposure to credit risk, price risk
(including interest and currency), liquidity risk, etc. (lack of portfolio diversification). Examples
include credit risk associated with receivables from a particular type of debtor, net assets
denominated in a particular foreign currency, fixed rate investments funded by variable rate debt
debt maturing at dates earlier than dates that assets mature, etc.

The above analysis is applicable to all the examples in paragraphs 24 and A.57 through A.86 of the SOP,
with the exception "dependence due to patent protection” and "legally required expenditures" of
governmental entities. We concur with the Task Force that these represent risks and uncertainties
warranting disclosure: however, a basis other than vulnerability due to concentrations needs to be
developed in the SOP.

Paragraph 21 of the SOP states that the concentration would not relate "to a possible future concentration,
since the reporting entity is not vulnerable at the date of the financial statements." This statement is
confusing. Clearly the presumption is that a past concentration will continue in the future and therefore
subject the reporting entity to a future risk. A better statement would be that a concentration would not
relate "to a possible concentration that may develop in the future as a result of future activities of the
entity."
The definition of "severe impact" as used in the original Task Force Report focused on the impact to the
near-term cash flows or results of operations (the effect) as a result of an event or events that could
severely disrupt the normal functioning of an entity (the cause). This is clear. The SOP defines severe
impact as "a significant financially disruptive effect on the normal functioning of the entity."
This is less clear. The intent of the SOP should not be to suggest that the abnormal functioning is the
result of the "financial effect": rather, the financial effect is the result of the "abnormal functioning of the
entity."

Finally, paragraph 23 of the SOP should be more specific in identifying what should be disclosed if the
criteria are met. Generally, the disclosure should include (1) the identify the concentration and, if not
otherwise evident, (2) the reasonably possible future events that would subject the entity to a risk that
would result in a severe impact

Financial Flexibility

Paragraph 26 of the SOP should specify the type of disclosure which should be made when the criteria for
disclosure are met. Generally, the disclosures should include (1) a statement that it is at least reasonably
possible that the entity will not have the ability over the near term to pay its expected cash outflows
without taking certain actions, and (2) the courses of actions the entity's management is expected to take.
Management's "Knowledge"

Paragraphs 13,22, and 26 require the disclosure of information "which management is reasonably
expected to have knowledge." We doubt that this notion could be implemented in practice, and
accordingly, it should be replaced with term "known," consistent with Rule S-K of the Securities and
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Exchange Commission. This notion has been in place for a long period of time, and preparers and
practitioners have not encountered great difficulty with the use of the term.

Comments on Appendix A and B
Neither paragraph A.28 or A.29 address the exposure associated with the lease commitment for
equipment. If it is assumed that the leased equipment has been capitalized, paragraph A.27 should
indicate this fact. If not, paragraph A.28 and A.29 should address the exposure to the lease commitment.

Paragraph A.38 should discuss why the seven year expenditure plan is not disclosed.
In paragraph A.39, the words "and liabilities" should be deleted from the second sentence.

The meaning if the term "interest differential note" is not clear.
Based on the scenario described in A.124 and A.125 we do not believe the disclosure in A.126 is required.
The first sentence of paragraph B50 should be modified to indicate that the distinction is a matter of
degree; its not black or white.

We appreciate the opportunity to comment of the exposure draft of the proposed SOP and will be pleased
to discuss any of our conclusions at your convenience.

Very truly yours.

Arthur Andersen & Co.
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July 30, 1993

Fredrick Gill, Senior Technical Manager
American Institute of Certified Public Accountants
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, N.Y. 10036-8775
RE:

PROPOSED STATEMENT OF POSITION (SOP), DISCLOSURE OF
CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES AND
FINANCIAL FLEXIBILITY

Dear Mr. Gill:
I strongly object to the A.I.C.P.A.’s Accounting Standards
Executive Committee’s proposed Statement of Position (SOP),
Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility.
Certain financial statement requirements are sufficient. The
proposed disclosure requirements are burdensome, costly, and
so subjective and onerous that confusion is inevitable.

Sincerely,

Albert G. Cyr
Proprietor
AGC/cc-1
3\GILL

KING
BURNS
&COMPANY, P.C.
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Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, FILE 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

RE:

Exposure Draft dated March 31,1993
Disclosure of Certain Significant
Risks and Uncertainties and Financial
Flexibility

Dear Mr. Gill and Committee Members:

The firm of King, Bums and Company, P. C. has studied the exposure draft on the
above mentioned topic and has the following observations and comments:

Nature of Operations disclosure
We have, as a firm policy, established a "standard" disclosure as an
introduction to the Notes to the Financial Statements discussing the client,
their principal operations and the state and date of incorporation. We have
also found this type of disclosure to be utilized by a number of other local,
regional and national firms. Therefore, this disclosure is currently being
provided for in practice and is not necessary to be codified into the ac
counting
literature. Further justification for this position is that the user of the
financial information presented in the financial statements and notes thereto
is inherently and ultimately responsible for understanding the entity being
examined and is responsible for all actions and decisions that the user
undertakes as a result of his/her reliance upon the information provided. It
is nonsensical to saddle the independent accountant with the responsibility,
through association with the financial statements, of teaching a financial
statement user what a company does. That responsibility is clearly that of the
user and management and should in no way be attached to the independent
accountant via an accompanying audit opinion, review report or compilation
letter.
Pacific

Center

II

14160 Dallas Parkway

Ninth

Significant accounting estimates

Floor

Dallas. Texas 75240
214/788-4466
Telecopier 214/788-2778

Member-American Institute of
Certified Public Accountants/

SEC Practice Section

Accounting estimates are an inherent part of every account listed on the
Balance Sheet and, accordingly, the Statement of Income/Operations; from
determining if and when an outstanding check will never presented for
payment, therefore causing a reversal against the original expense or to
miscellaneous income, to the determination of estimated useful lives of
property, plant and equipment, to the determination of the "useful" life of
organization/start-up costs and goodwill, to the likelihood of potential
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discounts to be negotiated on trade accounts payable and notes payable, to the vesting and
likelihood of payment for accrued vacations and OPEB’s. This proposed statement infringes upon
existing disclosure rules whereby disclosures are to be "complete and accurate" as to inform the
reader of the financial statements and avoid any omission which may be misleading, confusing
or misleading. The existing disclosure requirements of Section AU 410.02 states "The term
generally accepted accounting principles’ as used in reporting standards is construed to include
not only accounting principles and practices but also the methods of applying them." This
proposed standard appears to overlay the inability of users of financial information to understand
the data presented (and accept the responsibility thereto) to the point of infringing upon
management’s ability to tailor their accounting estimates to best suit their business cycles and
their overall control environment attitude towards financial reporting. Every business operation
is unique by itself, and at the same time similar, but not identical, to its peers and should be
allowed the flexibility and understanding accompanying that uniqueness. Accordingly, the Notes
to Financial Statements note discussing the Summary of Significant Accounting Policies should
already be addressing all significant accounting estimates, the rationale for their selection and
implementation rendering this portion of this proposed statement redundant to existing standards.
The effort to place management in a position of adding additional creditability to the estimates
through the specific highlighting of the estimates used in a separate footnote area demonstrates
the profession’s inability to educate the users of financial information where true responsibility
points lie as those responsibilities relate to the originators and users of the information. In
situations (predominately compilation engagements) where certain disclosures are omitted,
consideration should be given to a further modification of the standard report language for
compilation and review services whereby language similar to the standard auditor’s report (AU
508.08(f.)(2)) could be included to specifically address management’s responsibility for the
financial statements and the use of accounting principles and estimates.
Vulnerability due to Concentrations
SFAS 105 began the profession on a trail of disclosing significant concentrations of credit risk
in financial instruments, customers and their geographic proximity to the client’s operations.
Further, SFAS 14, in Paragraph 39, requires disclosure of customers contributing 10% or more
of total revenues from sales. SFAS 21, Paragraph 9, enforces the point of economic dependence
disclosure "when such disclosure may be necessary for a fair presentation" and further
crossreferenced to then in-force Section AU 335.05 as follows "An entity may be economically
dependent on one or more parties with which it transacts a significant volume of business....
Disclosure of economic dependency may, however, be necessary for a fair presentation of
financial position, results of operations, or changes in financial position in conformity with
generally accepted accounting principles." This thought process remained intact with the adoption
of SAS 45 (Section AU 334) and the language in Paragraph 6, "... that transactions with related
parties may have been motivated ... by conditions similar to the following:... d. Dependence on
a single or relatively few products, customers or transactions for continuing success of the
venture ...." Again, the Task Force is being redundant with respect to existing literature.
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Further, as mentioned earlier, it is the inherent responsibility of the user of the financial
statements to understand the business entity, the nature of the business being conducted, the
natural risks associated with "doing business" in the entity’s marketplace and the general nature
of the economic business segment that the entity is conducting business in. For the profession
to further impose responsibility for and association with information of this type on independent
accountants is not a sound business decision nor a valid risk management effort on the part of the
profession.
Financial flexibility
Prior to the issuance of SAS 59, the use of a "going concern" opinion frequently created a self
fulfilling prophesy whereby any supplier, lender or customer that received a copy of a financial
statement containing such report language and footnote discussion generally ceased selling to the
entity, severely restricted credit availability or sought other product sources. This usually directly
caused the entity to fail and validated the accentuated "going concern" issue. Paragraph 3c. of
AU 341 addresses the issue of "reasonable doubt" and the requisite disclosure. This paragraph
concludes with "If the auditor concludes that reasonable doubt does not exist, he should consider
the need for disclosure." This clearly states and gives guidance to the fact that even if the
independent auditor/accountant’s report is not modified for "reasonable doubt" and "going
concern"; then, at least, consideration must be given to footnote disclosure similar in form and
context to management’s discussion of pertinent going concern issues accompanying the financial
statements. Due to the inherent risk of conducting business, this type of footnote disclosure will
become mandatory in virtually every financial statement issued by virtually every business
reporting in the United States. Again, lets reiterate the theme that the user of the financial
statements must understand the entity’s business, current economic trends and developments and
overall economic operating climates, as well as be responsible for his/her actions related to
reliance placed upon and use of management’s financial statements.
Placement of Disclosures and
Ranee of Risks and Uncertainties

The only applicable placement of disclosures of this type, to satisfy all of the "witch hunters
seeking deep pockets to compensate for their lack of accepting responsibility for their own
decisions and actions" would be to mandate the placement of this information as the initial
discussion in the Notes to the Financial Statements. The insaneness of this proposed disclosure
for an average mainstream business reporting in the United States would create a footnote
introduction similar to the following:
Acme Corporation (Company) was incorporated in the State of Accounting
Confusion in January 1960. The Company produces 15 sizes of small widgets
and sells the same to a broad base (more than 50) of customers located within the
Southeastern region of the United States for their use in their manufacturing
processes. In the normal course of business, the Company extends unsecured
credit to its customers in order to make any sales at all and keep the doors open
and 15 people gainfully employed.
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Accordingly, management has identified that they might not get paid as an
acceptable business risk and has provided an allowance for doubtful accounts
which reflects its opinion of amounts which will eventually become uncollectible.
In the event of complete non-performance by the Company’s customers, the
maximum exposure to the Company is the outstanding accounts receivable
balance at the date of non-performance.
Additionally, management has used estimates in the areas of inventory valuation,
useful lives of property and equipment (without regard to statutory lives provided
in the Internal Revenue Code of 1986), property taxes to be paid in the next year
based on assets we own now (as defined by our inane state and local property tax
codes and their reporting requirements), accrued vacations and other employee
benefits which we may or may not have to pay based on how long we can stay
in business and how long our highly mobile work force decides to keep showing
up on Monday mornings. These and any other minor estimates in our financial
statements are an inclusive and inherent component of management’s philosophy
regarding fair and accurate financial reporting. Should you disagree, we
recommend that the user of this financial information invest or loan funds
elsewhere or take a number and stand in line for future 20/20 hindsight litigation
related to your current decisions and actions.
The Company does not provide any post-retirement benefits and does not have
a pension plan and realizes that this may impair its ability to attract and retain
key personnel. The Company does not require any special materials in its
production process or general corporate operations and anticipates that it always
will be able to purchase raw materials and paper clips from various sources
throughout the world.
The Company continues to be profitable; however, there are no guarantees that
profitability will continue nor is there any assurance that the Company will be
able to fund any future operating deficits. Management believes that the
Company will generate positive cash flows in 1993 from revenues of its operating
subsidiaries and further believes that operating deficits, if any, can be eliminated
by raising additional capital through public and private placements of common
stock and/or debt financing secured by the assets of the Company, if the financial
institution segment of the economy is permitted by the regulatory environment
to extend the Company credit. As a last resort, management may decide to seek
protection under Chapter 11 of the United States Bankruptcy Code (as many of
our competitors have done). The financial statements accompanying these notes
do not include any adjustments to reflect the possible future effects on the
recoverability and classification of assets or the amounts and classification of
liabilities which may result from the possible inability of the Company to
continue as a going concern.
NOTE A - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ....
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By exaggerated example, this proposed statement does not fill any useful purpose to add to the
overall validity and creditability to the financial reporting process. This is an apparent "knee
jerk" reaction by the accounting profession to external pressures that simply do not understand
where the responsibility points should exist for business and investment decisions. If in fact an
early warning system needs to exist, the current system of periodic reporting for public
companies and financial institution requirements for nonpublic companies should be more than
adequate. It is time for the accounting profession to shove the responsibility back on the financial
statement user and make said user responsible for their own decisions.

General

Management’s responsibility for financial statements and fairness of financial reporting is defined
at the very outset of the professional literature in Section AU 110.02. Further literature directs
the independent accountant to utilize professional skepticism (AU 316.17) as "Management
integrity is important...." and to evaluate the system of internal accounting control (AU 319.09)
by considering "Management’s philosophy and style.... The control environment reflects the
overall attitude, awareness, and actions of the board of directors, management, owners and others
concerning the importance of control and its emphasis in the entity."
The base point in this discussion is that accounting principles are written in a manner to allow
management some flexibility in their application in order to have fair presentation of financial
data unique to their company; comparable, but not identical, to their peer group and other similar
businesses. This proposed standard is an attempt to promulgate requirements which will allow
analysts and investors to have the leverage to disallow any flexibility and uniqueness in financial
reporting regardless of the entity’s business, nature of operations or management philosophy.
It further attaches the accounting profession to the accuracy and reliability of the information and
subjects the profession to undue responsibility and renumeration in the event of poor judgement
and decisions on the part of the persons/entities using the financial information.

Further, this proposed standard does not address the practical considerations of implementation.
Outside of the fortune 1000 companies, there is either not adequate competent talent within
entities or adequate time for the competent talent that exists to develop, monitor and maintain the
information necessary to comply with these proposed requirements. Accordingly, as with so
many other accounting related issues, management will direct the independent accountant to "Do
it for me and I’ll sign your representation letter. Just do what you have to and make the bank
happy." At what point in the financial reporting process does the extension of procedures and
development of information on behalf of management begin to invalidate both the appearance of
and factual independence on the part of the "independent" accountant. How many more
requirements can the profession heap upon itself without the support, understanding and
implementation of management (whose responsibility vests in the financial information) and still
maintain the "mental attitude" of independence as discussed in AU 220.01-.07; much less the
overall appearance of independence to the ultimate users of the financial information?
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Gentlemen, it is time for the profession’s time, money and efforts to be expended in the areas of public
education about our processes and responsibility levels. The pertinent items discussed in this proposed
statement already exist in the literature. This point was raised at a recent AICPA session attended by two
members of AcSEC and the response was "Yes, these items are already in the literature; but, some feel
that by putting everything in one place and emphasizing them then more professionals will follow them
because there is not good compliance with the existing literature." If members of the profession are being
identified as not complying with existing professional standards and literature requirements, then why
should additional literature be implemented? One reason for this noncompliance is the already existing
standards overload. It seems much more logical to eradicate the problem children from the exposed
universe. If one portion of a being is diseased, is it more logical to treat or remove the diseased portion
rather than subject the entire body to unnecessary, and sometimes harsh, immunization?

Let us, as a profession, adopt the position iterated by the line of Professor Kingsfield in the movie The
as he called the main character to the front of the class in a first year law course, "Young
man, here is a dime. Go call your mother and tell her that you aren’t going to be a lawyer." The
AICPA and related State Boards of Public Accountancy should take the same tact with professionals that
choose to not learn or to ignore promulgated professional standards by saying "You can’t/won’t follow
the rules; therefore, you can no longer be a CPA!” instead of writing additional standards.
Paper Chase

Respectfully submitted,

Scott W. Hatfield, CPA
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1908-1993
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Certified Public Accountants
179 Allyn Street, Suite 201
Hartford, Connecticut 06103
*1491
203-525-1153
Toll-Free:
1-800-232-2232
FAX # 549-3596
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
AICPA
Harherside Financial Center
201
Plaza III
Jersey City, NJ 07311-3881
RE: Exposure Draft on Proposed Statement of Position
"Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility"
Dear Mr. Gill:

Theodore H. Kreinik,
President

Elaine E. Thompson,
President-Elect

Alan R. Mandell,
Treasurer

Philip J. DeCaprio, Jr.,

Enclosed please find a letter of comments submitted to
you by the Accounting Principles/Auditing Standards
Committee of the Connecticut Society of Certified Public
Accountants for the above-referenced Exposure Draft.

Secretary

Jack Brooks,
Executive Director

Governors:

Newton Buckner, III
Stanley L. Cusick
Ellen B. Daley
Ralph L. DePanfilis
Charles J. Frago
Stuart E. Magdefrau
Gregory Malangone
Robert A. Mugford
John S. Pavlik
Lawrence A. Sax
Ralph J. Takala
Stuart B. Wachtel
Laura R. Wyeth

The opinions presented in the letter of comments repre
sent those of the membership of the Accounting Principles
/Auditing Standards Committee of the CSCPA and do not
necessarily reflect the views of the entire membership of
the Society.
As always, we would be most pleased to further discuss
our comments with you at any time.
Very truly yours,

a.
Michael A. Ziebka, CPA, Chair
Accounting Principles/Auditing Standards

# 263

Connecticut Society of Certified Public Accountants
Accounting Principles/Auditing Standards Committee
Michael A. Ziebka, CPA, Chair

Poll of Committee Member Position on
Exposure Draft:
Proposed Statement of Position
Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility

Introduction:
This Exposure Draft (ED) has been prepared by the Risks and
Uncertainties Task Force of the Accounting Standards Division of
the American Institute of Certified Public Accountants.
Please
read the ED and complete the following poll regarding your opinion
on its content.
Responses will be summarized by the Standards
Setting Subcommittee and provide the basis for the full Committee's
response to the AICPA.
This Proposed SOP would require all reporting entities (including
business enterprises, not-for-profit organizations, and State and
Local Governments) that prepare financial statements in conformity
with generally accepted accounting principles to include in their
financial statements disclosures about• The nature of their operations.
• Use of estimates in the preparation of financial statements.
• Certain significant estimates.

• Current vulnerability due to concentrations.
• Financial flexibility.

Please return your completed response by July 28,

1993 to:

Michael A. Ziebka, CPA
Budwitz & Meyerjack, P.C.
322 Main Street-P.O. Box 391
Farmington, CT 06032-0391
Fax (203) 674-8196

ISSUE 1: NATURE OF OPERATIONS

The SOP concludes that notes to financial statements should include
a description of the major products or services the reporting
entity sells or provides and its principal markets, including the
locations of those markets.
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Do you agree with the need for such a requirement?
Comments:

YES.

This provision of the proposed Statement of Position does not seem
to be controversial. A description of the nature of industry and
area of operations would be useful information to the reader and
should not impose undue hardship on the reporting entity.

In your opinion, is this disclosure requirement already adequately
addressed in existing pronouncements,
such as
Statement of
Financial Accounting Standards No. 105, "Financial Instruments and
Concentration of Credit Risk", Paragraphs 48 and 101, which require
the reporting entity to disclose information about activity,
region, and credit risk concentrations?

Comments: YES.

This requirement does appear to be adequately covered in SFAS No.
105. AcSEC may wish to review this requirement and discuss any
enhancements with FASB to avoid possible duplication of effort
within the pronouncements.

ISSUE 2: CERTAIN SIGNIFICANT ESTIMATES
The SOP proposes that notes to financial statements should discuss
the potential near-term effects on the financial statements of the
risks and uncertainties associated with estimates used in the
determination of the carrying amounts of assets or liabilities or
disclosure of gain or loss contingencies when both of the following
criteria are met:

• It is at least reasonably possible that the estimate will
change in the near-term.

• The effect of the change in estimate would be material to
the financial statements.
Do you agree with this proposal?

NO.

Comments: Potential changes in near-term effects of risks and
uncertainties are too difficult to interpret.
Statement of
Financial Accounting Standards No. 5 already provides adequate
guidance as to disclosure or financial statement adjustment for
loss contingencies.
Further, how are we as auditors suppose to
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evaluate this requirement and form an opinion as to management's
adequacy of disclosure beyond what is already required in profes
sional literature? We are very disturbed by this proposal.

ISSUE 3: CURRENT VULNERABILITY DUE TO CONCENTRATIONS
Any concentration existing at the date of the financial statements
that makes the enterprise vulnerable to the risk of a near-term
severe impact should be disclosed when it is at least reasonably
possible that the events that could cause the near-term severe
impact will occur, according to the SOP.
Is the definition described above too discretionary?

YES.

What other parameters, if any, would you use to define current
vulnerability in terms of financial statement disclosure?
Only those defined by SFAS No. 5.

What difficulty, if any, do you see in evaluating management's
conclusions concerning current vulnerability as the independent
auditor for the reporting entity?
This requirement places the auditor at an unfair disadvantage in an
ever increasingly litigious environment. Many small, closely held
companies lack the sophistication by management to make this
determination and will rely on the auditor/cpa to make the
disclosure.
We believe ample guidance exists on this subject
matter in Statements of Financial Accounting Standards Nos. 5 and
105. Further, the overall language in the ED is too discretionary
and should be refined to an objectively determinable criteria or
eliminated altogether.

ISSUE 4: FINANCIAL FLEXIBILITY
Notes to financial statements should include a discussion of
management's expected course of action when it is determined that
it is at least reasonably possible that the entity will not have
the ability over the near-term to pay its expected cash outflows
without taking certain actions. Such actions include entering into
new credit agreements, modifying or renewing existing credit
agreements, and other significant actions, such as those described
in paragraph 27 of the ED.
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Financial Flexibility is defined as the ability to take action that
will eliminate an excess of required and expected cash payments
over expected cash resources.

The SOP states that reporting entities that do not currently
prepare cash flow forecasts may be required to prepare them to
determine whether they need to include a disclosure in their
financial statements regarding financial flexibility.

Is this an appropriate requirement?

NO.

Comments:

We concur with the comments submitted on this issue by the
Technical Issues Committee of the Private Companies Practice
Section of the AICPA. This portion of the ED is the most controv
ersial section to consider.
Any requirement that may cause the
reporting entity to prepare cash flow projections or budgets, and
the entity does not prepare such reports currently, will naturally
cause increased costs to the reporting entity.
Also, this again places an undue strain upon the independent
auditor who must evaluate the information prepared by management to
satisfy this disclosure.
Adequate guidance already exists in
Financial Accounting Standards insofar the auditor must determine
if the reporting entity is a "going concern".

What cost impact do you foresee for small businesses to implement
this portion of the SOP?

We believe this requirement would be another financial burden to
smaller companies.
The conclusions reached after forecasts,
projections and budgets are prepared may then demonstrate that no
additional disclosure is necessary. Although the process may then
give management a beneficial by-product, many companies would not
go through the budgeting/forecasting process if they are not
required to do so.

What concerns do you have as an auditor expressing an opinion on a
client's financial statements when the client is too small or does
not prepare internal cash flow forecasts or budgets?
Litigation risks to the independent auditor if management's or
auditor prepared budgets and projection
re different from actual
results of operations subsequent to the audit date.
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In conclusion, our Committee is concerned with the potential
additional burdens this Statement of Position would place on the
auditing profession.
We are also concerned about the additional
financial burden this SOP would place on the reporting entity in
terms of increased costs and fees necessary to implement the
procedures which will give management the data necessary to make
disclosures when those disclosures may be immaterial.

It should also be noted that all levels of services currently
performed by CPAs (compilations, reviews, and audits) will be
effected by this Statement of Position.
The disclosure require
ments proposed in this SOP are applicable to general financial
statement preparation.
The impact of this pronouncement may serve
to distance the reporting entity from the independent certified
public accountant because of the significant additional costs
required to have the CPA associated with the client's financial
statements•
We appreciate the opportunity to respond to the Accounting
Standards Division of the American Institute of Certified Public
Accountants.
We would be most pleased to further discuss our
comments with you at any time.

GEO. S OLIVE & CO.

Certified Public ACCOUNTANTS
700 CAPITAL CENTER SOUTH
201 NORTH ILLINOIS STREET
INDIANAPOLIS. INDIANA 46204 1904
(317) 238
4000
*
FAX: (317) 238-4200

July 31, 1993

Mr. Frederick Gill
Senior Technical Manager

Accounting Standards Division File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re:

Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility - Proposed Statement of Position by AcSEC

Dear Mr. Gill:

A basic concern is that this document has received limited exposure. The AICPA has
severely limited its distribution of AcSEC exposure drafts, and few people whose

entities are affected are even aware of the document's existence. An effort should have

been made to distribute this to the entities and CPA firms that are so severely affected
by it.
AcSEC is addressing very broad issues with this pronouncement. AcSECs role since

the creation of the FASB has been to deal with industry or highly specialized topics;

this is neither - it is a very broad topic of significant importance. Accordingly, the
FASB should address this, not AcSEC.

While we understand that AcSEC has the responsibility to promulgate certain
standards, we believe such standards should be understandable and usable by the

entities to whom the standards are addressed. Many nonpublic entities do not have the

internal staffs or money to comply with a standard such as the one proposed. One
solution is to exempt those entities that were exempted in SFAS 21, which exempted
certain entities from the EPS and segment rules. Further, the principal users of the
financial statements of these entities are the financial institutions that lend money to

these entities. These lenders already have a program in place to obtain most of the

information required by the exposure draft, so the exposure draft is not providing any
additional practical disclosures to these users.

INDIANAPOLIS. BLOOMINGTON. EVANSVILLE. FORT WAYNE. HIGHLAND. MERRILLVILLE. MUNCIE. RICHMOND. VALPARAISO. IN. DECATUR. IL
MEMBER OF THE AMERICAN GROUP OF CPA FIRMS WITH OFFICES IN PRINCIPAL U.S. CITIES
MEMBER OF MOORES ROWLAND INTERNATIONAL

Mr. Frederick Gill
Senior Technical Manager
American Institute of Certified Public Accountants
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CPA firms are already facing litigation that is not proportionate to the share of loss

caused by the CPA firms' actions. This pronouncement will only increase the risks of
litigation because so much of this information is "soft" and will be subject to judgment

by hindsight. For example, the debate over whether an event was foreseeable will

certainly arise as a result of this document. Predicting the future is at best an educated

guess, not a science. We understand that legal counsel for the AICPA has written two
letters - one of which states that the potential for litigation would increase for most

CPA firms if this standard was adopted.
The document leaves an entity and its auditors with difficult decisions on how to apply
the terms material, severe impact, catastrophic, etc. This guidance should be improved,

or the document should be improved to better protect the entity and its auditors.

While it is not an accounting issue, there is an issue as to how an auditor will assess
completeness of this information, or what the costs of being able to assess completeness

will be.
This exposure draft also has a problem similar to the one on debt securities that

AcSEC attempted to address and ended up passing on to the FASB, and that is the

attempt to measure management intent on many of these disclosures. This certainly
affects reliability of the information from an auditing perspective.
An alternative is to treat this as required supplementary information, similar to what
was done with the CIRA information in the CIRA audit guide.
If the SEC does not require this information to be in financial statements for SEC

reporting, why should AcSEC require it, especially for nonpublic entities?

We commend to AcSEC for reading the article in the CPA Journal, June, 1993, page 26
et seq, by Reva Steinberg and Judith Weiss. We have not repeated all their comments,

but they certainly are on point.
We also fully support the "Group B" letter that is being sent to AcSEC, as well as the
AcSEC minority view and the TIC letter comments.

Mr. Frederick Gill
Senior Technical Manager

American Institute of Certified Public Accountants
July 31, 1993
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We would be willing to participate in a field test to determine the cost-benefit
relationship and the practicality of these proposed requirements. The requirement that
cash flow forecasts be prepared in certain instances is an example of increased costs.
The field tests would also help to illustrate the additional costs.
We also support public hearings by AcSEC or the task force, and these should be held

throughout the country so that state societies can participate.
If this document is to become effective, the companion literature for generally accepted
auditing standards should be developed in sync with this document to assist the auditor.

The effective date for the accounting in this exposure draft should be out far enough to
allow the ASB to have the auditing guidance in place before the accounting changes

are effective.
Specific comments on items in the document follow:

Page 11,¶8
This paragraph admits that the disclosures overlap within the exposure draft and with

current GAAP disclosures. This creates a problem in an entity determining which
standard applies where and what materiality, significance, or other test applies to which

disclosure.

Page 11,¶9
This incorporates the Appendix A guidance in the document, which we believe is not

warranted. As noted later, we do not agree with some of these examples.

Page 17,¶28
This document refers in a footnote to the auditors and the auditing literature, which

should not be a part of this document that establishes accounting standards.

Page 20, Item A.4.C
This states that the user will be able to assess th.

pendency and

risks for this

business. We believe that such an assessment requires a much broader knowledge of

various other facts -- both internal to the entity and external. This is exactly why the
risks for auditors may increase. We do agree that the information that is provided is
helpful; we just believe it is only part of the answer to making an assessment of the

entity.

Mr. Frederick Gill

Senior Technical Manager
American Institute of Certified Public Accountants

July 31, 1993
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Page 24, Item A.19-.22
The example appears to be contradictory in that it states that $6,000,000 is in excess of
"current" requirements, which under GAAP is one year, but the liquidation will be

near term. If inventory is not expected to be liquidated within one year, then valuation
and classification as a current asset should be more of an issue here than the items the

exposure draft is addressing. This is also another example of potential litigation -- if
the disclosure results in the competitor lowering prices because the excess inventory

signals an opportunity, does the client have an action against the auditor for forcing the
disclosure?

Page 32, Item A.65
Does this signal that AcSEC uses 10% as a significance test on concentrations. This is
substantially below current practice for most entities. This also appears to be
interpreting SFAS 105, which the FASB should do through its due process.

Page 46, Item B.10
This chart clearly illustrates that the information this exposure draft would put in the
financial statements or notes is contemplated by Concepts Statement No. 5 to be

outside the current auditing standards literature, since the information is most closely
related to management discussion and analysis. This highlights the litigation risk for

auditors that should be addressed.

Page 61, Item B.68
We certainly do not agree with AcSECs conclusion, and we believe that it is easily seen
as the reverse if one looks at the cost to the typical nonpublic entity. We understand

clearly the cost to most of our clients, and there is little or no benefit since the users
already obtain the pieces of this information that are important to them.

Mr. Frederick Gill
Senior Technical Manager
American Institute of Certified Public Accountants

July 31, 1993
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In conclusion, while we believe the document is conceptually a good idea, it is not

practical as part of the financial statements of most nonpublic entities, and increases

auditors' risk in the current environment to an unacceptable level. In order of
preference:
1.

the document should be voted down,

2.

the SFAS 21-type exemption should be made for nonpublic entities, or

3.

the information should be required supplementary information outside the

basic financial statements and notes.
Please contact Jerry Snow if you have any questions about this letter or our position.
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GOVERNMENT
FINANCE
OFFICERS
ASSOCIATION
OFTEXAS

Mr. Frederick Gill
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Re:

Proposed SOP-DISCLOSURE OF CERTAIN SIGNIFICANT RISKS
AND UNCERTAINTIES AND FINANCIAL FLEXIBILITY

Dear Mr. Gill:

The GASB Response Committee of the Government Finance Officers
Association of Texas (GFOAT) would like to thank you for this opportunity
to comment on the AICPA’s proposed Statement of Position (SOP) on risks
and uncertainties. The GFOAT is an affiliate of both national GFOA and
the Texas Municipal League. The GFOAT has approximately 550 members
representing all levels of state and local government in Texas. After
reviewing the proposed SOP, we would like to comment in the areas of a)
interrelationship of the proposed disclosures, b) threshold of disclosure c)
financial flexibility disclosures as they relate to government, and d) the
standard setting process.
INTERRELATIONSHIP OF THE PROPOSED DISCLOSURES

The proposed SOP requires disclosure in five areas: a) nature of operations,
b) use of estimates, c) certain significant estimates, d) current vulnerability
due to concentrations, and e) financial flexibility. The threshold of disclosure
for "c” (significant estimates) is that it is reasonably possible that a material
change in estimate will occur. The threshold for disclosure for "d"
(vulnerability to concentrations) is that it is reasonably possible that events
that could cause the near-term severe impact will occur. Disclosure "e" is
required when it is reasonably possible that the entity will not have the ability
over the near term to pay its expected cash outflows without taking certain
actions. After carefully reading the descriptions for each category, the

PROPOSED SOP-FILE 4290
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committee has concluded that it would be impossible to meet the disclosure
requirements for "c" or "d" without also being required to disclose "e". This
interrelationship poses troubling questions regarding the reliability of the
information ultimately being disclosed.

o
o

Consider the following example:

Reasonably possible is defined as a range of 40% to 60%.

It is reasonably possible that a city may have materially
underestimated the accrual related to a pending lawsuit in

which it is a defendant.

If the jury decides in favor of the

plaintiffs, the city will be required to pay several million dollars

that it does not currently have available.
o

City management feels that it is reasonably possible that the
city would raise taxes to pay for any jury award to the plaintiff.

In this example, the probability that the city will raise taxes to settle a lawsuit
could be as little as 16% (40% X 40%) and yet the city would be required to

disclose it in its audited financial statements.

THRESHOLD OF DISCLOSURE
The title of the proposed document and the introductory paragraph indicate

that required disclosures are limited to significant risks and uncertainties.

This theme of "significant risks only" is lost however in the body of the
document. For example:
a)

Footnote 12 to paragraph 21 states, "It is always considered at

least reasonably possible that a customer, taxpayer, grantor or

contributor will be lost."

Using this criteria existence of

concentrations will always require footnote disclosure regardless
of whether any significant risk or uncertainty exists.

b)

Paragraph 26 does not couch the inability to pay expected cash
outflows in the context of unusual, unexpected or significant

cash shortfalls.

c)

Paragraph 27 includes a long list of expected actions related to
paragraph 26, but does not attempt to distinguish between

those those actions that will almost always indicate significant
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financial stress (i.e., bankruptcy, loa

defaults, trouble debt restructuring) and

those actions which may be either normal business practice or indicative of

financial stress (adjusting tax rates or fees or reducing costs).

The committee feels that raising taxes to provide new services or to build the
infrastructure for a rapidly growing city should not require the same
mandatory disclosures as raising taxes or cutting costs because a city’s -tax
base has declined for several years in a row.

FINANCIAL FLEXIBILITY AS IT RELATES TO GOVERNMENT
The committee feels that the financial flexibility disclosure requirement does

not adequately consider the nature of government. The committee has taken

this position for the following reasons:

a)

Management Influence In most publicly held corporations, the
CEO is both a voting
member of the board of directors and in
many cases is also chairman This is not true for government.

Professional management serves at the pleasure of the elected
officials and has only limited ability to influence those officials.

Asking professional management to accurately predict six
months to a year in advance how elected officials will choose
to address a projected budgetary shortfall can be almost

impossible.
b)

Turnover of Elected Officials In Texas, city council members
serve two-year terms.

It is therefore possible for 50% of the

governing board to turnover each year and not uncommon to
have 25% to 33% turnover in a given year. This also makes
predicting future actions difficult.

c)

Political Influence. Elected officials are representatives of the
people.

If enough people attend a council meeting to voice

their displeasure regarding a proposed service cut or tax
increase, the council will in all likelihood reverse their earlier
position.
d)

Role of Professional Staff.

In most governments it is not the

role of management staff to make policy decisions regarding
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funding levels or tax rates.

Accordingly, staff will normally

present an unbalanced budget to their elected body. It is the

elected body’s role to decide whether to cut programs or raise

taxes. The fact that a citizen group has requested a new tennis

center, and the city cannot build it without raising taxes, does
not mean that the city is under any type of fiscal stress.

It is

simply the way that government budgets. Compliance with the
financial

flexibility

requirement

as

written

would

force

governments to annually provide (and auditors to annually
opine on) a preview of the government’s upcoming budget
process. This disclosure would probably be highly inaccurate

and, if it were detailed enough to be meaningful, it could also
be politically volatile.

STANDARD SETTING PROCESS

While we applaud the AICPA’s effort and agree with the general direction
of the document (providing our concerns listed above are addressed), we are

not sure that the AICPA is the correct organization for establishing these

standards for governments.

We have taken this position for the following

reasons:
a)

Government officials do not monitor nor are they as familiar
with AICPA due process as they are with GASB due process.
The committee is concerned that many governments may not

be aware of the existence of the proposed SOP or understand

that it has financial reporting implications for government.
b)

A

significant

portion

of

this

document

contains

GAAP

disclosure guidance. This guidance has not been coordinated

with current GASB and GFOA guidance regarding similar
disclosures.

regarding

For example, if a government makes disclosures

economic

outlook

and

vulnerability

due

to

concentrations in the transmittal letter and the statistical
sections of its comprehensive annual financial report (CAFR),

is

it necessary to disclose this same

information in the

footnotes? The committee believes that duplicate disclosures
will result from this SOP since the AICPA has the authority to
add to the definition of what is necessary to "fairly present" but
cannot delete disclosure requirements for other sections of the

CAFR.
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CONCLUSION

In conclusion, this committee prefers that governments be excluded from the
proposed SOP.

If the AICPA continues to include governments in this

document, we would request that changes be made to

a) clarify the

interrelationship of the disclosures, b) clarify the threshold for disclosure and
c) consider the nature of government as it pertains to the financial flexibility
disclosure.
We request these changes because the SOP, as it is currently written, could

be interpreted as requiring the inclusion in the audited financial statements

disclosures of highly unpredictable future events, information regarding risks
and uncertainties which are not significant and information that duplicates

other sections of a governments CAFR. The committee feels that inclusion
of this type of information could ultimately detract from the reliability and
usefulness of the audited financial statements.
If you have any questions regarding the committee's response, please feel free

to call me at (214) 466-3103.

Sincerely,

Robert B. Scott, CPA
Chairman, GASB Response Committee

c:

Governmental Accounting Standards Board

COMMONWEALTH OF PENNSYLVANIA
GOVERNOR’S OFFICE

HARRISBURG
HARVEY C. ECKERT
DEPUTY SECRETARY FOR COMPTROLLER OPERATIONS
OFFICE OF THE BUDGET

August 2, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill:

We are responding to the AICPA Exposure Draft (ED) entitled
"Proposed
Statement
of
Position
(SOP)
Disclosure
of
Certain
Significant Risks and Uncertainties and Financial Flexibility."
We strongly support efforts to provide additional useful and
meaningful financial reporting disclosures which enhance the public's
ability to assess the accountability of those entrusted with public
money.
The disclosures related to nature of operations and the use of
estimates in the preparation of financial statements should not be
onerous
ones
on
either
the
preparer
or
auditor
of
financial
statements.
However,
we are concerned that some of the other
disclosures required by this SOP are going beyond the scope of
traditional financial reporting which as indicated in the ED, "largely
reflects the effects of past transactions and other events that have
already affected a reporting entity".
We concur with the concepts in
the ED that forming expectations - making predications - is a function
of financial analysis, not of financial reporting, and that financial
reporting is only one source of information required for making
investment and credit decisions.

The proposed SOP appears to expand auditor's role to include
opining
on
financial
projections
as
well
as
industry
trend
information.
The more "near term" information the auditor must opine
upon, the more liability the auditor assumes for "near term" events
verses
the
traditional
role
of
opining
on
historic
financial
statements.
The
cost
to
cover
exposure
to
the potential
liability will increase the fees to the auditor's client. We also
believe
client/auditor
relationships
will
suffer
if
sensitive
information such as business concentrations and market strategies must
be disclosed.
Listed below are our responses
requested respondents address:
1.

to

the

specific

areas

the

ED

We are supportive of providing disclosures so that users can
make more informed judgments.
However, this SOP is wholly
inappropriate and the methodology used to develop the SOP is
lacking in its basic integrity.

Mr. Frederick Gill
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2.

The nature of the additional disclosures are so significant
that they should be considered and promulgated by the
standard setting boards FASB and GASB.
These disclosures
are so significant that an SOP is an inappropriate vehicle
for developing them.

3.

AcSEC has made a highly simplistic statement regarding the
disclosures, that the cost, while difficult to measure, will
not be excessive to the benefit.
AcSEC has not provided any
documentation
that
any
user
is
interested
in
this
information.
They have merely posited such information and
minimized the cost.
This approach is to be expected when
one wants to push a controversial issue through to a
conclusion without adequate research.

4.

The tone of
the
SOP
is to
include
all
entities
disclosures
unless
there
are
significant
reasons
exclusion.
This philosophy is the reverse of the way
should be presented.
Users should be surveyed as to
nature of the disclosures that they want and then
entities and disclosures necessary be developed.

5.

The disclosures could be presented outside of the audited
financial statements.
The auditors responsibility regarding
these disclosures would be significantly lessened.
The
AICPA could then develop some techniques for the auditors to
provide some comfort for the users of the fairness of the
information.

6.

The
nature
of
the
auditors'
liability
will
increase
dramatically as a result of this SOP and the SOP does not
provide the appropriate guidance.

and
for
it
the
the

Implementation of this SOP will undoubtedly lead to more arguing
between
preparers
and
auditors
and
between
shareholders
and
management, thus exposing auditors to greater liability.
This SOP is
very fertile ground for a new area of litigation, e.g., "Didn't you
know the budget for DOD (your only customer) was being cut after the
balance sheet date, but before the statements were issued?
You should
have known this.
Why wasn't it disclosed?"

If you have any questions
contact me at (717) 787-6496.

concerning

this

Harvey C. Eckert

cc:

Hon. Michael H. Hershock
J. Terry Kostoff

response,

please

IBM

International Business Machines Corporation

Office of the IBM Assistant Controller

Old Orchard Road, Armonk, NY 10504

Corporate Headquarters
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY
10036-8775

Dear Mr.

Gill:

Thank you for the opportunity to comment on this Exposure Draft.
We have reviewed the proposed Statement of Position and have
serious concerns with some of its provisions.
We believe that the current SEC MD&A rules are more than adequate
to provide users with indications of future events that may have
an impact on future financial statements and they are more
practical to apply, since they rely on "known trends, commitments
or events" rather than pure speculation.
We are particularly concerned with the "reasonably possible"
criteria included in the "certain significant estimates" section
of this SOP.
It encompasses such a wide variety of possibilities
that it is in our opinion unworkable.
Given the types of
activities envisioned by this SOP, e.g., the activities of
competitors, anything is "reasonably possible.”
As a result,
preparers will find themselves in a position when some event
occurs that had not been previously discussed pursuant to the
requirements of this SOP, and a disgruntled user, with the
perfect vision of hindsight, will claim that it should have been
foreseen as "reasonably possible" and disclosed.
Conversely,
those disclosures that are made may well be taken as forecasts,
despite caveats to the contrary, and, if relied upon to someone's
detriment, will again with hindsight claim damage.
Therefore,
preparers will be harmed by the disclosures they do make as well
as the disclosures they do not make.

Mr. F. Gill
August 2, 1993
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Our concern with the "reasonably possible" criteria carries over
to the section on current vulnerability due to concentrations.
It is equally unworkable here and is unnecessary given the
already existing disclosure requirements for concentrations in
SFAS No. 105.

Furthermore, the proliferation of potential bad news would both
confuse and alarm users and undermine their confidence in
financial reporting since the overall implication of these
disclosures is that estimates used in financial statements are
fragile and unreliable.
We are also concerned that these projections could become a
self-fulfilling prophecy.
By disclosing such information to
competitors, the possibility that such information will be used
by the competitors to the preparer's detriment increases
substantially.
It may also motivate customers to delay
purchasing the user's products to see if the potentiality
discussed in a financial report eventually comes to pass.
Thus,
this type of reporting could have serious negative economic
consequences.

Given that this proposal will have such far-reaching implications
for all preparers, we also believe that the AICPA is not the
appropriate body to issue such a requirement, since their due
process procedures are not very extensive and it is important
that this proposal receive as wide a dissemination and comment as
possible.
The FASB would be a more appropriate body.
We would like to note that the AICPA issued a similar report with
similar conclusions in 1987, "...which was intended to help
standards setting bodies and others identify practical methods of
improving the information communicated to users of financial
statements to help them assess those risks and uncertainties."
No standards setter acted on that report during the ensuing six
years, including the FASB.
We believe this may be an indication
of a lack of perceived need for this type of disclosure and for
the AICPA to act therefore is appropriate.
Sincerely,

J. J. Martin

Association of
Government
AccOUNTANTS
July 30,

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of CPAs
1211 Avenue of the Americas
New York, NY
10036-8775

Dear Mr. Gill:
The Financial Management Standards Committee of the Association of
Government Accountants has reviewed the proposed Statement of
Position, Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility.
The Committee members’ individual views
are diverse, but we have tried to present a consensus on the
issues.
Our discussions may have been very typical of the AcSEC's,
if the views expressed in the minority view are any indication.
In
this regard, we believe gaining general acceptance of this SOP will
be difficult.
The following is a summary of the views expressed by
the Committee along the areas you requested.

Scope
Most of the Committee do not see a need to require this proposed
SOP in the governmental environment.
They believe many of these
disclosures are already required and the additional disclosures do
not seem cost beneficial.

However, a few members believe that these disclosures are needed in
the governmental environment.
They point to several government
entities having difficulty in continuing essential services and in
raising money.
Yet, the most recently issued financial statements
of these entities gave little qualitative indication of this
situation.

Nature of Operations and Use of Estimates

If this proposed SOP becomes applicable to governmental entities,
the Committee does not object to these first two categories of
disclosures.
A few members however, do oppose all the other
categories being required of governmental entities.
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We do have a comment regarding the requirement that these
disclosures would have to be in notes.
Many governmental financial
statements show revenues by sources and expenditures by function on
the face of the statement.
Thus, requiring footnotes along the
same lines would be redundant.
Certain Significant Estimates

Some members believe that the disclosure about the sensitivity of
estimates should include the requirement to disclose the factors
that cause the estimate to be sensitive and not just encourage it
(para. 17).
Without knowing the factors that cause the
sensitivity, it will be difficult for a user to evaluate the
situation.
Others believe that these factors should not be
required.
Current Vulnerability Due to Concentrations

Severe impact seems to be too high of a threshold.
If users'
decisions are influenced by information at the material impact
threshold as stated in paragraph 7, that should be the required
disclosure level.

Financial Flexibility

We have no specific concerns regarding this disclosure.
Placement of Disclosures

While most of the Committee agree with the disclosures being part
of the basic financial statements, a few want this information to
be "unaudited required supplemental" disclosures.
Range of Risks and Uncertainties

There are some concerns that the document will be difficult to
implement, administer, and audit.
We can imagine a new industry
developing to provide preparers and auditors risk assessments of
community and world events that will need to be considered each
reporting period.
We are concerned with the amount of resources an
entity may need to expend to comply with this SOP.

General Items
Some Committee members are uncomfortable with the AICPA setting
financial reporting standards in this area.
They believe this
should be left to the FASB and GASB.
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Some members also thought that the document appears to be trying to
provide users a risk free environment.
In this regard, we are
concerned that user expectations of financial reports will increase
rather than these financial reporting disclosures trying to close
the expectation gap of users.

We appreciate the opportunity to comment.

Sincerely yours

JoEllen McCormack
Co-Chairperson
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Committee on Life Insurance Financial Reporting
American Academy of Actuaries
1720 I Street, NW
Washington, DC 20006
Mr. Frederick Gill,

Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants

1211 Avenue of the Americas,
New York, NY 10036-8775

Dear Sir,
This letter contains comments on behalf of the Committee on Life Insurance Financial
Reporting of the American Academy of Actuaries concerning your Proposed Statement of

Position on Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility.
The largest liability included in the financial statements of a life insurance company is the

reserve the company holds for future payments. Those reserves are dependent on assumptions

concerning future events and are therefore necessarily estimates. The basis for the calculation
of those reserves is laid out in FAS 60 and FAS 97. Under those standards, the auditor has a

responsibility to review the assumptions used by the actuary to estimate those reserves.

If an

auditor believes those assumptions are inappropriate and produce estimates that are materially
wrong, the auditor already has an obligation to include a statement to that effect in the
opinion letter.

Under current actuarial practice, for larger companies the actuary must test reserves on several
possible cash flow scenarios. For smaller companies such testing may not be required. Under
the requirements of the proposed SOP, if a reserve estimate would be materially affected by a

reasonably possible near term change, such as a rise in interest rates, the notes to the financial
statements would need to discuss that risk and put a value on the possible change. To place a

value on such a possible change, actuaries would have to perform extensive cash flow testing

for companies that otherwise might not need it and the analysis might well show that the

possible change didn’t affect values materially.
Furthermore, the disclosure of such testing in the financial statement could result is disclosure
of confidential pricing assumptions in violation of anti-trust requirements. In many

circumstances pricing assumptions and GAAP reserve assumptions are the same. This is
particularly true for the most sensitive new products since no other experience is available.

Disclosure of such assumptions might well be considered a violation of anti-trust statutes. As

a result of similar concerns, the NAIC decided to keep actuarial opinion letters concerning

reserves confidential.

We suggest that Life Insurance Company reserves and claim liabilities be excluded from the

scope of the SOP requirements.

A clarification with regard to life and health insurance policies is needed concerning financial

flexibility. We assume that possible future changes to such items as dividends to
policyholders for mutual life insurance company products, interest credited on interest
sensitive products and premium rates on health insurance products will not need to be

disclosed. Any such disclosures could be a material problem for life companies since they
would require publication of future actions affecting policyholders before they have been

properly formulated or approved by the company’s management.
We would suggest that the proposed SOP be modified to exclude from its scope such routine
changes as described above.

In summary, we are in general agreement with those members who formulated the minority
view.

We believe that applying these rules to the life insurance industry could create

significant additional work for accountants and costs for insurers without concurrent benefit to

the users of the financial statements. We also believe that the subjectivity of the information
and its limited benefits would not justify the cost of preparing such information.

We would be glad to further discuss our concerns with you.

cc.

A. Dicke
B. Snyder

G. Hendricks
D. Bryant

Henry Siegel

Digital Equipment Corporation
100 Nagog Park
Acton, MassachusettsO172O-3499
Tel. 508.264.7111
Fax. 508.264.6854

July 29, 1993
Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York

Re: Proposed Statement of Position (SOP) "Disclosure of
Certain Risks and Uncertainties and Financial Flexibility"

Dear Sir:

We have reviewed the proposed SOP, and are in agreement with
the proposed rules except as follows:

We have some concerns about application of the requirement
to discuss the potential near-term effects on the financial
statements of certain significant estimates as called for in
paragraphs 12 through 19.
- We anticipate difficulties distinguishing between what
would be a required disclosure and what would be a routine
estimate for which disclosure would normally not be
required. Our concerns have to do with deciding when a
change in estimate is "reasonably possible", and what would
constitute "material to the financial statements" for this
purpose.
- We do not believe that the intent here is to list in
the footnotes all the items for which a change in estimate
is reasonably possible which could have a "material" impact
on earnings. Instead, it should be to call attention when
there is at least a reasonable possibility that a major
valuation decision could be so far off that it could have a
major impact on the results of a future period.
Comments on each point under "Areas Requiring Particular
Attention by Respondents" are attached.

Thank you for the opportunity to comment on the Proposed
Statement of Position.

Stephan F. Jablon
Corporate Accounting Department
attachment
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Digital Equipment Corporation

July 29, 1993

Comments on each point under "Areas Requiring Particular
Attention by Respondents"
Scope:
We see no reason to exclude any entity issuing financial
statements in conformity with GAAP from the proposed
requirements.

Disclosures:
Nature of Operations:

Agree with proposal.

Use of Estimates:

Agree with proposal.

Certain Significant Estimates:
Agree, but as noted above have some reservations about
distinguishing required disclosures from routine estimates
not requiring separate discussion. Also agree that
disclosure of factors that cause an estimate to be sensitive
to material change should be encouraged but not required.
Current Vulnerability due to Concentrations:

Agree with proposal, to include agreement with the
clarity of the criteria for disclosure and on the definition
of "severe impact".
Financial Flexibility:

Agree with proposal. Also agree that entities which do
not currently prepare cash flow forecasts should still need
to determine if they need to make this disclosure.
Placement of Disclosures:

Agree with proposal. However, as noted above, we can
anticipate there may be difficulties reaching agreement with
independent auditors regarding items required to be
discussed under "certain significant estimates" (paragraphs
12-19).

Range of Risks and Uncertainties:
Agree with "broad guidance" approach followed in
proposal.
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August 3,

1993

Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY
10036-8775

RE:

Proposed Statement of Position - Disclosure of Certain
Significant
Risks
and
Uncertainties
and
Financial
Flexibility

Dear Mr. Gill:
Due to a concern about their ability to audit the
information
that would be required to be disclosed if the proposes SOP becomes
effective, we are enclosing an additional letter of comment
prepared
by
the
Society's
Auditing
Standards
&
Procedures
Committee.
If you have any questions regarding these comments, please
call me and I will arrange for someone from the Committee to
contact you.

Thank you for your consideration.

Walter M. Primoff, CPA
Director of Professional Programs

WMP:jz
Enclosure
cc:

Accounting & Auditing Committee Chairmen

COMMENTS OF THE AUDITING STANDARDS & PROCEDURES COMMITTEE OF THE
NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS ON THE
EXPOSURE DRAFT OF A PROPOSED STATEMENT OF POSITION TITLED
"DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND UNCERTAINTIES AND
FINANCIAL FLEXIBILITY” DATED MARCH 31, 1993, AICPA FILE #4290
The Auditing Standards & Procedures Committee believes that
the proposed statement of position should not be issued in its
present form. The committee's objection relates principally to two
basic concerns: (1) the increased cost to businesses to develop and
implement the information required to be disclosed, and (2) the
subjective nature of the information.
The committee's reasons are
more fully discussed in the following paragraphs.

Implementation Costs
The Committee believes that the cost to develop and implement
the disclosure information required by the proposed SOP, and the
related compilation, review or audit costs, would be significant,
especially
to
small
privately-owned
businesses
that
are
unaccustomed
to
dealing
with
"soft"
or
"forward-looking"
information.
For example, small businesses that do not currently
prepare cash flow forecasts may, in some cases, be required to
prepare such forecasts in order to determine whether or not they
need to make any disclosure about their financial flexibility. The
committee questions whether it is necessary or desirable to place
this added cost burden on small entities.

Subjectivity of the Information
The committee believes that the proposed statement would
require auditors to evaluate the adequacy and completeness of
matters that are highly subjective in nature and extremely
difficult to audit.
For example, disclosures about significant
estimates will involve identifying and evaluating factors that
cause an estimate to be sensitive to material change.
Identifying
and understanding such factors would be difficult.
Also, the
concept of "near-term severe impact" goes beyond what is generally
presented in financial statements.
For example, in order to
evaluate the entity's ability to continue as a going concern, an
auditor will be expected to understand and be able to differentiate
events that would be catastrophic to the entity, or have only
"severe" or "material" impact on the entity's financial position.
Making these distinctions about
"soft"
or
"forward-looking"
information will involve greater use of estimates in disclosures in
financial statements.
Furthermore, the requirement to disclose
information based on the likelihood of occurrence of such events
may encourage users to have unrealistic expectations regarding the
completeness of such information. The committee has concluded that
such information is too subjective, and the disclosure criteria too
discretionary for use in financial statements.

Sonat Inc.

James E Moylan Jr

Post Office Box 2563
1900 5th Avenue North
Birmingham AL 35202
205 325 7163

Vice President & Controller

SONAT
August 4, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants

1211 Avenue of the Americas

New York, NY

10036-8775

Dear Sir:
Sonat Inc. (Sonat) is a worldwide energy company involved in natural gas
transmission and marketing and oil and gas exploration and production, and the

company has significant investments in the oil field services industry.
Sonat
respectfully submits its views for the consideration of the Accounting Standards

Executive Committee of the American Institute of Certified Public Accountants on

the exposure draft of a proposed statement of position (SOP), Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility.

Sonat is strongly opposed to several of the requirements proposed in the SOP. In
particular, we oppose the requirements to disclose in the footnotes to the financial

statements risks and uncertainties which are "at least reasonably possible” and ”of
which management is reasonably expected to have knowledge." First, we question
the need for an AICPA committee to establish new GAAP when there are already
established mechanisms for doing so (FASB, EITF, etc.). This is especially true in
this case, since the topics covered in this SOP have recently been addressed by the

FASB, as evidenced by the issuance of Statement of Financial Accounting
Standards No. 105, Disclosure of Information about Financial Instruments with Off-

Balance-Sheet Risk and Financial Instruments with Concentrations of Credit Risk

(SFAS 105). Second, the proposed SOP is requiring disclosures of highly subjective

information in the notes to the financial statements, which subjects such information
to audit by the independent accountants. In its rules for Management’s Discussion

and Analysis, the Securities and Exchange Commission (SEC) has recognized the
more subjective nature of these disclosures by excluding them from the body of the

financial statements. This is due in part to the fact that the disclosures proposed

in the SOP are not easily verifiable by independent accountants. Third, the
requirements proposed in the SOP go well beyond the information which is
required by the SEC by establishing a more stringent standard of disclosure, i.e.

"reasonably possible." It is our view that expanding disclosure requirements in this

manner, and incorporating them into the financial statements, will result in boiler-

Sonat Inc.

Mr. Frederick Gill
Page 2
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plate, negative disclosures which will provide information of little or no value to

financial statement users.
In the sections which follow, we present our position on each of the five areas to
be covered by the proposed SOP.
Nature of Operations

We are generally not opposed to the proposed requirements in the SOP for
disclosure regarding an entity’s nature of operations. A majority of the proposed

disclosures are already required by FASB Statement No. 14, Financial Reporting for
Segments of a Business Enterprise (SFAS 14).

As noted in paragraph B.17 of the exposure draft, the only additional requirements

would be disclosure of principal markets and the location of such markets. These
disclosures can be provided at little additional cost in comparison to the potential
benefit which may be derived by users of financial statements.

However, we take exception to the requirement to provide a description of the

relative importance of operations in each segment, since the SFAS 14 disclosures
provide sufficient information with respect to assets, revenues and profitability as
to allow the financial statement user the ability to determine for themselves the
relative importance of each segment.

Use of Estimates in the Preparation of Financial Statements

Sonat does not oppose the proposed disclosure in the notes to the financial
statements informing users of the use of estimates in the preparation of financial
statements in accordance with GAAP. As noted in paragraph B.22 of the exposure
draft, many publicly held business enterprises, including Sonat, inform financial

statement users of the use of estimates in financial statements prepared in
accordance with GAAP.
Certain Significant Estimates

Sonat strongly opposes the increased disclosure requirements included in the
proposed SOP regarding estimates which are not considered to be contingencies,
which imposes a higher disclosure obligation than is currently required by FASB

Statement No. 5, Accounting for Contingencies (SFAS 5).
Our opposition is centered around the broad requirements cited in paragraph 12

of the exposure draft, specifically the "reasonably possible" level of probability. This

Sonat Inc.

Mr. Frederick Gill

Page 3
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low level of probability would require preparers to evaluate all reasonably possible

events, both internal and external, which would impact an estimate, for all estimates
included in the preparation of financial statements. As noted in paragraph 16 of

the exposure draft, "the criteria for disclosure under this SOP does not depend on
the amount that has been reported in the financial statements, but rather on the
materiality of the effect that using a different estimate would have had.” This is

clearly too broad a basis from which to provide useful, reliable information to users

of financial statements.
In addition, the minority view in paragraph 32. b. states, and we strongly agree, that

such a broad basis "would require judgments that could easily be challenged based

on hindsight." The likely result will be a profusion of boiler-plate disclosures in the
notes to the financial statements in an effort by management to limit a company’s
exposure to litigation which could result from the omission of a discussion of the
adverse effects of an unforeseen event. These disclosures will in no way provide
useful information to financial statement users.

Current Vulnerability Due to Concentrations
We are greatly concerned that the criteria enumerated in paragraph 20 of the
exposure draft for disclosure of current vulnerability due to concentrations are too

broad and could require disclosure of proprietary or confidential information.
Furthermore, it appears that AcSEC is going beyond enhancement or clarification

of existing standards, and is engaging in standard setting.

We believe that SOP’s

should apply to areas or industries where standards have not been addressed, and
are not being addressed by the recognized standard setting bodies (FASB, EITF,
etc.).

As noted in paragraph B31 of the exposure draft, FASB is currently engaged in a
long-term project which is addressing market, credit and liquidity risk, and has
issued SFAS 105 in the first phase of this project. We concur with the opinion
expressed in the minority view (paragraph 32. a. of the exposure draft) which notes

that "issuing this proposed SOP and expanding Statement No. 105’s requirements
before its effectiveness can be measured is unwarranted."

Financial Flexibility

Sonat is also strongly opposed to the SOP’s disclosure requirements related to
management’s expected course of action when management determines that it is at
least reasonably possible that the entity will not have the ability over the near term
to pay its expected cash outflows without taking certain actions.

Sonat Inc.

Mr. Frederick Gill
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We feel strongly that certain of the actions listed in paragraph 27 of the exposure
draft are proprietary and confidential information which, if disclosed, could severely
impair an entity’s ability to obtain goods from suppliers or an entity’s bargaining
position in business negotiations. This would occur despite the fact that the SOP
requires disclosure of events which, by definition, are not likely to occur.

Sonat welcomes the opportunity to comment on this exposure draft. We will be
happy to discuss our comments with the Accounting Standards Executive
Committee or its staff at its convenience.
Very truly yours,

James E. Moylan, Jr.

cc:

Mr. Pete Mistrot
Managing Partner
Ernst & Young
Birmingham, Alabama

The Toro Company

8111 Lyndale Avenue South
Minneapolis, Minnesota 55420
612/887-8059

J. Lawrence McIntyre

Vice President, Secretary and General Counsel

August 3, 1993

VIA EXPRESS MAIL

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY

10036-8775

RE: Disclosure of Risks and Uncertainties—File 4290
Dear Mr. Gill:
I am a member of the American Bar Association Committee on Law & Accounting. As such
I had been charged with assembling comments from members of our committee who had

received copies of the proposed Statement of Position of AcSEC, Disclosure of Certain

Significant Risks and Uncertainties and Financial Flexibility. Our next committee meeting
is next Monday, August 9, in New York City, as part of the American Bar Association
Annual Meeting.

Norman Strauss and Richard Dieter have both agreed to attend our

meeting to discuss the Exposure Draft.
After soliciting comments from members of our committee, I am sorry to report that I had

only received one formal proposed letter of comments from Richard Roe. I enclose a copy

of his letter to me dated July 7, 1993, for your consideration.
I believe that a number of members of our committee have been reserving comments until

after the meeting next week.

Since this occurs after the deadline for written comments set

forth in the Exposure Draft, our committee will not be making a formal submission of

The Toro Company

Mr. Frederick Gill

August 3, 1993
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comments, but we continue to be interested in the project and hope to continue to have
informal methods of communicating views.
Very truly yours,

Lawrence McIntyre
Vice President and Counsel

Enclosure
cc:

Norman N. Strauss (w/enc.) (via Express Mail)

Richard Dieter (w/enc.) (via Express Mail)

Dan L. Goldwasser (w/enc.) (via Express Mail)
Richard H. Rowe (via Express Mail)
JL
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Proskauer Rose Goetz & Mendelsohn
1585 BROADWAY
NEW YORK, N.Y. 10036

1233 Twentieth Street, N.W.
Suite 800

2121 AVENUE OF THE STARS
LOS ANGELES. CALIF. 00067

EUROPEAN COUNSEL
*.

DUBARRY

leveoue

LE DOUARIN 6 VEIL

Washington, D.C. 20036-2396
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2255 GLADES ROAD
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(202) 416 6800
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75116 PARIS, FRANCE

555 CALIFORNIA STREET
SAN FRANCISCO, CALIF. 94104

FAX: (202) 416-6699

1373 BROAD STREET
POST OFFICE BOX 4444

BRUSSELS

Richard H. Rowe

CLIFTON, N.J. 07015-4444

MEMBER OF THE

55.AVENUE DE TERVUEREN
B-IO4O BRUSSELS, BELGIUM

firm

(202) 416 - 6820

July 7, 1993

VIA FACSIMILE (612-340-5584)

J. Lawrence McIntyre
Doherty Rumble & Butler

3500 Fifth Street Towers
Minneapolis, MN 55402-4235
Re:

Disclosure of Risk and Uncertainties

Dear Jerry:

As promised last week, I have the following comments on the proposed

SOP, Disclosure of Certain Significant Risks and Uncertainties and Financial

Flexibility, prepared by the Risks and Uncertainties Task Force of the Accounting
Standards Division of the AICPA.
Interrelationship of SEC Textual Disclosure Requirements and Paragraphs 12, 20 and

26 of the Proposed SOP.
My principal concerns relate to the interrelationships between SEC

disclosure requirements, particularly Items 101, Description of Business, 303, .
Management’s Discussion of Financial Condition and Results of Operations

("MD&A”), and 503(c), Risk Factors, of Regulation S-K, and paragraphs 12, 20 and
26 of the proposed SOP.

Secondarily, I am concerned about the confusion that may result from
the overlap of other GAAP pronouncements, such as SFAS No. 5, and some of the
provisions of the proposed SOP.

Although the proposed SOP professes to be narrower in scope in many
respects than the SEC's MD&A requirements, my fear is that, in practice, auditors
will insist that statements in the MD&A on subject matter similar to that addressed by

Pkoskauek
J. Lawrence McIntyre
July 7, 1993
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the provisions of the proposed SOP be replicated in substantially the same form in the
footnotes to the financial statements required by the proposed SOP. Conversely,
lawyers arc likely to advise their clients that matters addressed in footnotes prepared
in accordance with the proposed SOP should be addressed in substantially the form in

To do otherwise, could result in claims from regulators or private
plaintiffs based on different treatment of similar subject matter in the same disclosure
the MD&A.

document. Indeed, the SEC staff, through the comment process, will likely seek
explanations of any such differences.
Moreover, apart from the questionable need to duplicate existing
disclosure requirements, 1 do not find altogether persuasive the Task Force’s attempts
to distinguish the provisions of the proposed SOP from those of the MD&A and other

requirements.
Identity between the MD&A and portions of the description of business
and risk disclosures in the textual portion of an SEC filing and footnotes to the
financial statements could result in back-door audit requirements for those textual
disclosures beyond the existing requirements for their review for consistency with the
financial statements. The inherent difficulty in auditing the judgments, estimates and
predictive disclosure that the SEC mandates in the MD&A may increase the auditor’s

exposure to liability claims and the gap between reality and the expectation of
investors as to the reliability of soft information due to the auditor’s involvement.
Also, an identity between the MD&A and footnotes under the proposed SOP may

support an argument that the MD&A has been "expertised" by the auditors, at least
for purposes of Section 11 of the Securities Act of 1933, thus, contrary to the SEC’s
purposes in promulgating the requirement, insulating management from responsibility
for the MD&A.

Moreover, given the overlap that there would be between SEC
disclosure requirements and disclosure in the footnotes to the financial statements
prepared in accordance with the proposed SOP, the SEC staff may be inclined to

inquire into any differences in the disclosures which could increase the risk of a need
to amend audited financial statements and the untoward consequences that might

entail.

Proskauer
J. Lawrence McIntyre
July 7, 1993
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Paragraph 12 - Certain Significant Estimates.
Paragraph 12 would require discussion in the notes to financial
statements of the potential near-term effects on the financial statements of the risks

and uncertainties associated with estimates used in the determination of the carrying
amounts of assets or liabilities or disclosure of gain or loss contingencies, if: (i) it is
at least reasonably possible that the estimate will change in the near term; and (ii) the
effect of the change would be "material" to the financial statements.

Since, under

the proposed SOP, the term "reasonably possible," as in SFAS No. 5, means that the
chance of a transaction or event occurring is more than remote but less than likely,1
2
it may be difficult to conclude that an estimate will not change in the "near-term"

In practice, this could result in disclosure about any
estimate that, if changed, would have a material impact on the financial statements.
(i.e.. in the next 12 months).

It

is also likely that this disclosure will find its way into the "Risk Factors" portion of
Securities Act prospectuses, thus resulting in that portion of the prospectus being
audited, at least indirectly, by the auditors.

Whether a mass of inconclusive detail will be helpful to users of the
financial statements is problematic. Moreover, the presentation may become a
welcome target for hindsight criticism that not enough was disclosed or more
immediate comments from SEC staff reviewers.

In addition, due to the professed similarities between Paragraph 12 and

SFAS No. 5, it would not be at all surprising if auditors were to attempt to elicit, in
their audit inquiry letters, responses from lawyers as to subjects covered by Paragraph
12.

However, Paragraph 12 is not covered by the ABA’s Statement of Policy

Regarding Lawyers’ Responses to Auditors’ Request for Information, and,
accordingly, such inquiries would be inappropriate.

The title of the SOP uses the term "significant" risks and uncertainties.

Paragraph 12

refers to "material" effects and Paragraph 20 uses the phrase "severe impact," which is
defined in terms of the "significance" of its effects.

Corresponding SEC requirements are

based on a materiality concept.

The use of varying thresholds for disclosure and different terms to describe those

thresholds may result in some confusion, although, in practice, it may be that the lo

t

threshold, materiality, will be applied.

2

The SEC, in its MD&A requirement, uses the term "reasonably likely", which, on its

face, appears to be a higher threshold.

In practice, the differences between "reasonably

possible" and "reasonably likely" may become blurred.

Proskauer

J. Lawrence McIntyre
July 7, 1993
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Regarding Lawyers’ Responses to Auditors’ Request for Information, and,
accordingly, such inquiries would be inappropriate.

Paragraph 20
Cunent Vulnerability Due to Concentrations
Under the proposed SOP, any ’’concentration" existing at the date of
the financial statements that makes the enterprise vulnerable to the risk of a near-term
“severe impact" must be disclosed when it is at least reasonably possible that events
that could cause such an impact will occur.
Apart from the lack of definition of the term “concentration" for
purposes of the SOP, since the determination as to whether the chances of an event
occurring are remote or likely is a difficult one, the analysis may shift to whether
there would be a near-term “severe impact" as the result of a concentration, if an
event occurred.

The term "severe impact" is defined in Paragraph 7 of the proposed
SOP as: "a significant financially disruptive effect on the normal functioning of the
entity . . . ." A severe impact is "a higher threshold than materiality. .
but "less
than catastrophic." It also would seem that the severe impact may be something less
than an impact that could result in substantial doubt about the entity’s ability to
continue as a going concern, within the meaning of SAS No. 59 - The Auditor’s
Consideration of an Entity’s Ability to Continue as a Going Concern, although the
precise relationship between SAS No. 59 and Paragraph 20 of the proposed SOP is
not addressed in the proposed SOP.
Paragraph 20 also appears io be largely duplicative of the SEC’s
description of business requirements, Item 101 of Regulation S-K, as they relate to
products, revenue sources, supplies, raw materials, labor, customers, patent
protection and assets subject to expropriation and other SEC or GAAP requirements
relating to concentrations in investments or interest rate and foreign exchange
exposure, as well as risk factors disclosure requirements in Securities Act
prospectuses, and perhaps the MD&A. While the disclosure threshold under SEC
requirements is materiality, rather than "severe impact," it is doubtful, for the reasons
discussed above, whether, in practice, there would be situations where there would be
disclosure of reasonably likely material impacts under SEC requirements and no
disclosure in the footnotes o
f the financial statements pursuant to Paragraph 20.
Thus, as with respect to paragraph 12 disclosure, the Auditors may indirectly be
auditing portions of the entity’s description of business and disclosure of risk factors,
with a resultant increase in their liability exposure.

Proskauer
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Paragraph 26 - Financial Flexibility
Paragraph 26 requires a discussion in the notes to the financial

statements of management’s expected course of action when it is determined that it is

at least reasonably possible that the entity will not have the ability over the near-term
to pay its expected cash outflows without taking certain actions.

SAS No. 59 also

may be applicable if the situation is severe enough.
Paragraph 20 would largely duplicate SEC MD&A requirements or the

provisions of Item 101(a)(2) of Regulation S-K.

Despite disclaimers, it also would

seem to require preparation and audit of cash flow forecasts and, for the reason
discussed above, indirectly at least, involve the auditors in auditing that portion of the
MD&A or the description of business that addresses liquidity.

Other Provisions of the Proposed SOP
Paragraph 10 of the proposed SOP would require brief footnote

disclosure of the nature of the entity’s operations. While this proposed requirement is

largely unobjectionable and would not seem to be difficult to audit, for public
companies it would duplicate disclosure in their descriptions of business in SEC
filings. It would not be surprising to find that a paragraph identical to that in the
footnote in the description of business.
Paragraph 11 would require a footnote that explains that the preparation
of financial statements in conformity with GAAP requires the use of management

estimates.

Although this requirement in all probability will result in standardized

boiler plate presentation, it is unobjectionable and may have some value in a litigation

context.
Conclusion

Paragraphs 12, 20 and 26 of the proposed SOP, as they apply to public
companies, are largely duplicative of existing SEC requirements.

Moreover, facial

differences in terminology and disclosure thresholds, at best, may result in confusion
and increasing the involvement of auditors; judgmental and predictive disclosure
presentations could increase the expectation gap and
liability. As indicated in the proposed SOP, applic

"requires considerable judgment."

he auditors’ exposure to
on of the criteria for disclosure

What if those judgments turn out to be wrong?

PROSKAUER

J. Lawrence McIntyre
July 7, 1993
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Conclusion
Paragraphs 12, 20 and 26 of the proposed SOP, as they apply to public

companies, are largely duplicative of existing SEC requirements.

Moreover, facial

differences in terminology and disclosure thresholds, at best, may result in confusion
and increasing the involvement of auditors; judgmental and predictive disclosure
presentations could increase the expectation gap and the auditors’ exposure to
liability.

As indicated in the proposed SOP, application of the criteria for disclosure

"requires considerable judgment." What if those judgments turn out to be wrong?
Moreover, it can be anticipated that there will be added costs to public
companies, if they determine to seek the advice of their auditors and lawyers

concerning the interrelationship of the proposed SOP and various SEC disclosure

requirements and other GAAP requirements.

In addition, adoption of the SOP indirectly will impose SEC-type
disclosure requirements on private, not-for profit and governmental entities not
otherwise subject to those requirements and subject auditors who may not be SEC
practitioners to added liability exposure. While SEC safe harbor rules, such as Rule

175, protect certain reasonably based forward looking statements made in good faith
from liability under the federal securities laws, the coverage of the disclosure in

footnotes prepared in accordance with the proposed SOP and the auditors that review
them by these safe harbors, unlike MD&A and other SEC mandated disclosures, is

not directly addressed.

In any event, these safe harbors provide no haven from

claims under state laws.
Thank you for your consideration.

Richard H. Rowe

cc:

R. James Gormley, Esq.

ABA
Anchln, Block & Anchln
Certified Public Accountants
1375 Broadway
New York, New York 10018
(212)840-3456
August 3, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

Exposure Draft on Proposed Statement of Position "Disclosure

of Certain Significant Risks and Uncertainties and Financial Flexibility"

Dear Mr. Gill:

We have reviewed the above referenced exposure draft concerning disclosure of significant
risks and uncertainties and financial flexibility. The proposed disclosures may provide useful
information to investors of publicly-held companies, which already are required to disclose

some of this information pursuant to Item 303 of SEC Regulation S-K. However, we believe

the proposed disclosures are unnecessary for privately-held companies because present or
potential investors, creditors and other users of private company financial statements usually

have access to information not available to stockholders of publicly-held companies. Moreover,
because privately-held entities do not have established systems to accumulate and formally
report such information like publicly-held companies, the cost of complying with the standard
will be disproportionately greater for them.
The following comments and suggestions are offered for your consideration.

IMPACT ON SMALLER BUSINESSES

Small Business Environment
Owners of small businesses typically maintain close business relationships with their bankers,
major vendors and customers. They routinely provide information to these outside parties that
is generally not made available to investors and creditors of publicly-held companies. In fact,

A Member of

HLB INTERNATIONAL
A world wide international of accounting firms

Fax: 212 8407066
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our experience indicates that those with a vested interest in the financial affairs of smaller
businesses usually obtain the necessary information to reach their own conclusions about most
significant risks and uncertainties associated with those entities.

Access to Financial Markets

Smaller businesses often may be under capitalized. As a consequence, they rely largely on the
financial resources and credit history of their owners or shareholders. These businesses
commonly deal with one or perhaps two lending institutions and routinely modify or renew
existing credit agreements in response to seasonal changes in cash flows. A smaller entity’s
ability to meet its near term cash outflow needs is very dependent upon actions taken by
management (e.g., additional capital infusions, negotiation with lenders, etc.). Because of these
inherent characteristics of smaller businesses, we believe the proposed disclosures concerning
financial flexibility will tend to present them in a negative manner. Bankers and investors may
have difficulty overcoming these negative disclosures and, as a result, could be reluctant to
provide financing to such entities.
Possible Impact of Costs Associated with Proposed Statement

In today’s environment, smaller businesses are confronted with a variety of economic
challenges, including rising health care costs, foreign competition, environmental protection
costs and government regulations. In an effort to reduce costs, many are opting for reviews
and compilations instead of audits. Because the proposed disclosures would also be required
for reviews and compilations, smaller entities would be particularly disadvantaged. The relative
increase in the cost of such services as a result of these additional disclosures will be
disproportionately greater for them. Consequently, if this proposal is adopted, we believe more
reporting entities will elect to omit the financial statement disclosures required by generally
accepted accounting principles. This, in turn, will place pressure on the financial community
to accept non-disclosure compilations.

Disclosure of Proprietary Information
Generally accepted accounting principles currently require publicly-held companies to disclose
sales to any single customer if 10 percent or more of its sales are derived from that customer.
Nonpublic enterprises are required to disclose information about economic dependency when
such disclosures may be necessary for a fair presentation. Many nonpublic companies use the
10 percent or more threshold as a basis for disclosing this information. Accordingly, we believe
that current accounting standards already provide information to financial statement users that
allows them to evaluate the company’s economic dependency.

The disclosures required by the proposed statement relating to current vulnerability due to
concentrations would, in effect, be an unequivocal declaration by the company that the loss of
a particular customer or group of customers will have a near-term severe impact on its
operations. We believe such disclosures can place many smaller businesses at a competitive
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disadvantage.

The fact that a company transacts a large volume of business with a major

customer is usually known by both parties. However, a company usually does not disclose to
major vendors and customers that its economic viability is dependent upon them.

Recommended Scope of Proposed Statement
Creditors and other financially related parties of nonpublic entities routinely obtain information
required by the proposed disclosures concerning certain significant estimates, current

vulnerability due to concentrations and financial flexibility either through collateral monitoring

visits or face to face meetings with management. The financial statements, combined with
information obtained from management, provide a factual basis for interested parties to reach
their own conclusions about the future prospects of the company.

We strongly believe auditors, particularly auditors of smaller companies, should not be required
to attest to disclosures that are essentially prospective in nature. From our perspective, the
provisions of this proposal will be onerous for smaller companies to apply since their threshold
for the required disclosures will be particularly low. Moreover, the range of possible risks and

uncertainties that could have an adverse effect on smaller entities is virtually unlimited.
Significant additional audit procedures will be required to ensure that all relevant disclosures
have been made. In view of the prospective nature of some of these disclosures, we believe
that information provided will likely become obsolete within a relatively short time after the

financial statements are issued.

For the reasons cited above, if this proposal is adopted, we believe the provisions of the
statement should not be applied to nonpublic enterprises, as defined in paragraph 13 of FASB
Statement No. 21, "Suspension of the Reporting of Earnings per Share and Segment
Information by Nonpublic Enterprises."

CONCEPTS IN PROPOSED STATEMENT
Terms and Definitions
The terms "severe impact" and "reasonably possible" are too ambiguous and subjective to
provide a definitive basis for the proposed disclosures. We believe that unless reasonably

objective criteria are established to determine appropriate disclosures, practitioners will tend
to "over-disclose" to avoid possible litigation. Such an approach could result in "boiler plate"

disclosures, eroding the credibility of financial statements. Even worse, they have the potential
of becoming a self-fulfilling prophecy - by causing creditors and suppliers to change their
attitude toward a company. Specific comments concerning some of the terms used in the
proposal follow.
Reasonably Possible -

This term, by itself, does not provide an objective basis to

evaluate future events.

Practitioners are comfortable with its use when evaluating
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identification. For example, when used in the context of FASB Statement No. 5,
"Accounting for Contingencies," the notion of reasonably possible is applied to an
existing condition or set of circumstances. If the condition under evaluation does not
fall within the range of the other two more easily understood terms, "remote" and
"probable," it is considered to be reasonably possible. When this term is applied to a
specific situation and used in conjunction with the other two terms defined in FASB
Statement No. 5, it provides acceptably objective results. However, that objectivity
diminishes dramatically when the notion of reasonably possible is singly applied to a
wide range of possible future events.

Severe Impact - This term is defined as more than "material" but less than
"catastrophic." Materiality is a matter of professional judgment and is influenced by the
accountant's "... perception of the needs of a reasonable person who will rely on the
financial statements." We believe it would be inappropriate to define "severe impact"
in relation to materiality since that term itself is highly subjective. Also, the term
catastrophic, as used in the context of this statement, is new to most practitioners and
may be subject to wide interpretation. We believe defining severe impact in relation
to these two terms would, in effect, raise the level of subjectivity by the product of two
other terms that are themselves subjective. Moreover, use of an obscure term adds
anther layer of subjectivity to the information provided in financial statements.
Information Management is Reasonably Expected to Know - This concept, used in
conjunction with the disclosures relating to financial flexibility, will be most difficult for
accountants to evaluate. We believe it will present interpretation questions similar to
those occurring with the "ability and intent" notion. Accountants may have difficulty
determining the sort of information management is reasonably expected to know and,
as a consequence, could be forced to rely on management representations, which, as
evidence suggests, can lack objectivity.

Issuance Date of the Financial Statements
The disclosure requirements relating to certain significant estimates and financial flexibility
would be based on information available prior to issuance of the financial statements. It is
unclear whether that date should coincide with the issuance date of the accountant’s report.
Under existing professional standards, most practitioners use the date of the accountants’
report as the cut-off date for the note disclosures. It appears that the proposed statement is
establishing a disclosure cut-off date that extends beyond the date the field work is completed.
In the small business arena, this could result in increased costs to the client if additional
procedures are required.
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We believe the benchmark for disclosing concentrations - events that make "the enterprise
vulnerable to the risk of a near-term severe impact” - is too discretionary and would likely

increase the cost of financial reporting for many entities. FASB Statement No. 14, "Financial
Reporting for Segments of a Business Enterprise," requires publicly-held companies to disclose
sales to a single customer when 10 percent or more of the company’s sales are derived from
that customer.

Such an objectively determinable disclosure adequately informs financial

statement users of the company’s vulnerability due to sales concentration.

If additional

disclosures are required for other types of concentrations, we believe they should be based on

an objective criteria, such as a percentage of sales, expenses or total assets.

Financial Flexibility

We believe the disclosures relating to financial flexibility would negatively portray the liquidity
of many entities, especially smaller businesses. Smaller companies routinely engage in the
courses of action described in paragraph 27. Therefore, those that do not maintain a line of

credit with a financial institution will be required to provide these disclosures in their financial
statements.
It is unclear whether all reasonably possible events should be considered when evaluating an

entity’s ability to pay its expected cash outflows. For example, an entity may be required to
prepare a cash flow forecast to determine whether this disclosure is necessary. Because a cash
flow forecast is based on a number of key assumptions, it is not clear whether these
assumptions should incorporate the effects of all other reasonably possible factors identified
by management (e.g., potential loss of a m
r customer). The final statement should discuss
this issue and provide some guidance on the type of assumptions that need to be considered

when determining estimates of future cash flows.

Closing Comments
In summary, we are very concerned with the potential economic impact this proposal could

have on smaller businesses, in view of the "soft" nature of the information that would be
disclosed and the likelihood of misinterpretation of the disclosures.

We appreciate the opportunity to present these comments to you.

DL:btp/cc/AICPG301

Michael P. Bohan
Regional Center Controller

BP AMERICA

BP America Inc.
200 Public Square 38-3801-N
Cleveland, OH 44114-2375

Phone: 216-586-3984
Fax: 216-586-5420

August 5, 1993
Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Mr. Gill:

This letter comprises the response of BP America Inc. and its parent company,
The British Petroleum Company p.l.c., to the American Institute of Certified Public
Accountants (“AICPA") exposure draft (“ED”) of the proposed statement of
position (“SOP”) “Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility.”

We are very concerned that the AICPA is addressing financial reporting with
respect to such pervasive issues as those encompassed by the ED. A topic of this
scope is more appropriately addressed by the Financial Accounting Standards
Board (“FASB”). Not only has the AICPA undertaken a project which we believe is
more appropriate under the purview of the FASB, but the ED proposes certain
disclosures which have already been considered and rejected by the FASB either in
the initial issuance of a standard or via an amendment to a standard. In at least one
case, the AICPA itself has encouraged the FASB to amend a standard to provide the
relief from the specific disclosures now being promoted by the AICPA. We
believe that pursuit of this project solely within the AICPA will add to the
confusion that already exists within the preparer community as to the appropriate
source of authoritative accounting guidance. We cannot emphasize strongly
enough that retention of the establishment of generally accepted accounting
principles on a coherent basis in the private sector requires that there be only one
recognized body to promulgate such principles - in the United States of America
that body should be the FASB.

While there is an initial appeal to the disclosures discussed in the ED, it appears that
most of the disclosures are in substance already required of publicly held entities
either via application of existing FASB standards (which clearly exclude non-public
entities) or are provided pursuant to the management discussion and analysis
requirements of the Securities Exchange Commission. We believe that expansion
of the disclosure requirements to non-public entities is overkill, because the
recipients of financial statements of non-public entities generally already have
means to request additional information of the nature proposed in the ED. We

Mr. Frederick Gill
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believe it would be more appropriate to allow those users to determine which of
the additional information they may need and obtain it directly from the preparer,
rather than burdening all non-public entities with providing all such information
even if the users of the statements only need selected items.

We support the minority views stated in Paragraph 32 of the ED.
If the AICPA decides to proceed with this project, we recommend that there be
extensive field testing before a final SOP is issued. We believe such field testing
should, at a minimum:

•

Assess benefits to users of financial statements. There should not be a
presumption of benefit, but the AICPA should take steps to determine, in
consultation with users of financial statements, that provision of such
information will be incrementally beneficial to the users. Such a test should
include inquiries as to whether the users can obtain the information in an
alternative and less costly fashion, particularly with respect to non-public
entities.

•

Determine the cost to the entity to comply with the disclosure requirements,
in particular the cost which would be incurred by non-public entities which
may not currently produce such information and the incremental cost to
public entities to the extent the required information may exceed the
disclosures currently being provided. The analysis should include the cost of
auditor involvement and the cost related to the preparation of such
information for review and compilation engagements.

In addition to these general comments, we have attached to this letter an Appendix
which presents our detailed comments on the contents of the ED. We do not
support the AICPA’s plan to issue an SOP on this topic, however, we are providing
these detailed comments should the AICPA choose to proceed.
Should you wish to discuss our comments further, please contact me at the above
address or phone number.

Very truly yours,

MPB:cnb
Attachment
cc: D. R. Beresford - FASB
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APPENDIX

DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND
UNCERTAINTIES AND FINANCIAL FLEXIBILITY
PROPOSED STATEMENT OF POSITION

SPECIFIC COMMENTS
Definitions

Paragraph 7 — The definition of "Near Term’’includes the phrase “date of the
financial statements.” What is the meaning of this phrase? Does it mean the date
of the last day encompassed by the basic financial statements, or does it mean the
date the financial statements are issued? If the intention is to address the date the
statements are issued, how is “issued” defined - the first date or the latest date of
the issuance? (See additional comment on Paragraph 13.)

The ED introduces the term "Severe Impact. ” While we appreciate the desire to
use a term that represents something worse than the condition of “material,” we
are concerned about adding a new term to the literature. If we already use the
term “material” to be indicative of a piece of information which if it were known
to a user of financial statements it would influence the actions of the user, then
why must we raise the level here to that of “severity?”
Use of Estimates in the Preparation of Financial Statements

Paragraph 11 - Disclosure of the fact that estimates are used in the preparation of
financial statements seems appropriate - it highlights the fact that financial
statements are not precise measures. While we are generally opposed to boiler
plate disclosures, we believe that in this case it would highlight on a consistent
basis an important fact which needs to be reiterated to users of financial
statements.
Certain Significant Estimates

Paragraph 13 — The wording of this paragraph might lead one to conclude that the
“date of the financial statements” (see comment on Paragraph 7) is the issue date.
Paragraph 15 - Why is there no commentary regarding employee benefit
obligations? Recording of such obligations certainly entails significant estimates.
Paragraph 17 - Footnote 9 to this paragraph emphasizes that care should be
exercised with respect to discussions of gain contingencies. Why isn’t a similar
caution given with respect to discussions on loss contingencies? It seems there
should be an even-handed treatment of both sides of the contingency spectrum.
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Certain Significant Estimates (Cont’d)
Paragraph 18 - We presume what AcSEC is getting at here, in terms of assessing
carrying value of long-lived assets, is the decision as to whether there has been an
impairment of the carrying value. We believe that to the extent an entity has been
continually profitable and has not heretofore made provisions to write down the
carrying value of the existing assets, there is a presumption that there is no
impairment, unless some known specific business or general economic event is
overhanging the operations of the entity. Accordingly, this discussion would
appear to force most companies to perform evaluation exercises above and
beyond what they would normally do and thus increase costs without a
commensurate benefit.

Current Vulnerability Due to Concentrations
Paragraphs 20-25 — We believe the disclosures should be of the “existence of
concentrations" rather than of “a vulnerability due to concentrations." Readers of
the financial statements must make their own assessments as to vulnerability, given
sufficient information as to the nature of concentrations. If it is clear that an
incident has occuired whereby a major customer has withdrawn or a major source
of supply no longer exists and no alternatives are available, that needs to be
disclosed in the normal course of business, however, nothing need be said
regarding the vulnerability of concentrations as long as the concentrations are
disclosed.

Financial Flexibility
Paragraph 26 - This paragraph requires discussion/disclosure in those
circumstances in which an entity is expected to not have the ability over the near
term to pay its expected cash outflows without taking certain actions. We have
several concerns regarding this requirement:

•

In the context of the terminology “probable” or “reasonably possible,” as
contained in SFAS 5, “Accounting for Contingencies," where does the term
“expected” fit?

•

While the disclosure is to identify the “expected course of action,” the real
issue is not simply what the enterprise will do. to alleviate the situation but
whether such action will be successful. If AcSEC is going to push for a
disclosure, it should make a giant leap, not just talk about what the enterprise
might attempt to do.

•

If this is a required disclosure in the financial statements, or even in
documents accompanying the financial statements, there will be some auditor
association therewith. It is difficult enough
for an auditor to determine the
ramifications of current conditions, much less be a mind reader as to what
management really expects to do and the effectiveness of that action.
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Financial Flexibility (Cont’d)

Paragraph 27 — Item “b” of the first bullet of this paragraph indicates that one
disclosure might be that an entity expects to delay payments on various
obligations. The decision to delay payments is often worked out on a creditor-bycreditor basis and a general disclosure in the financial statements may be
destructive or, at least, detrimental, to the entity’s ability to employ such a tactic.
Similarly, a clear acknowledgment in the financial statements that the entity
expects to remedy a situation by incremental borrowings, may give the bankers a
greater lever in extracting higher interest rates. As a matter of fact, if this
disclosure is to be complete, the entity probably should be disclosing that it not
only expects to borrow money, but that it expects to pay an above-market rate
because of the straits in which it finds itself. Such disclosure may assist lenders or
suppliers to take advantage of the entity. It should be up to lenders/suppliers to
look into the financial condition of the entity with which they wish to do business
and reach their own conclusions on a good business basis, rather than having the
entity virtually invite the lenders or suppliers to raise their prices.
Application of Disclosure Criteria

Paragraph 30 — Just how much disclosure is required as to concentrations? For
instance, we supply aircraft fuel throughout the world. Would it be sufficient to
simply say “x” dollars of sales volume is for the supply of aircraft fuel? Do we
have to make a distinction as to whether we sell directly to the airlines or to some
intermediary? If it is sold to an intermediary, would we have to make some
assessment as to financial stability of that enterprise if it loses its airline business?
And, finally, would we need to disclose the specific nature of the business of our
airline customers and the geographic areas served (e.g., transport or passenger;
major domestic, major international, major international-domestic flag, major
international-foreign flag, regional airline)? While some of these disclosures would
be found interesting to some, is it really necessary to mandate such extensive
disclosure?
Certain Significant Estimates

Paragraph A.32 — The disclosures with respect to the application of a software
company’s approach to amortizing capitalized software costs indicates that the
estimated future revenues, and thus the period for amortization of the capitalized
costs, could be less than currently projected (on a reasonably possible basis).
What if the company finds itself in the situation where either the described events
would occur or the contrary may occur (longer life) because of favorable market
acceptance of the product? The disclosures certainly do not appear to be
evenhanded.
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Financial Flexibility
Paragraphs A.97 through A. 100 - The disclosures recommended in Paragraph A.99
discuss the company’s expectations. The requirement for such disclosures is the
only focus of the discussion in Paragraph A. 100. Auditor association with factual
situations is difficult enough, much less auditor association with management
expectations as to what actions they will take. Additionally, there is no
commentary as to management’s ability to take such actions and the potential
efficacy of such actions.

Background Information and Basis for Conclusions
Paragraph B.5 - The commentary here indicates that the disclosure requirements
are intended to separate significant matters that warrant attention from lesser
matters. If that is the case, then why is there a sample disclosure in Paragraph
A. 126 regarding a company’s continued intention and ability to obtain a seasonal
line of credit and the disclosure in Paragraph A. 137 regarding a city’s historically
successful ability to issue tax anticipation notes? Neither of those situations, based
on the scenarios provided, appear to warrant attention.

MPBohan:cnb
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Crestar Financial Corporation

919 East Main Street
P.O. Box 26665
Richmond, VA 23261-6665

August 5,

1993

CRESTAR

Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775
Re:

Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility

Dear Mr. Gill:
Crestar Financial Corporation (Crestar) is pleased to respond to
the American Institute of Certified Public Accountants' (AICPA)
exposure draft of the proposed statement of position, "Disclosure
of Certain Risks and Uncertainties and Financial Flexibility."
Crestar is a publicly-owned multi-bank holding company with
headquarters in Richmond, Virginia.
Consolidated assets as of
June 30, 1993 were $13.2 billion.

The goals of the AICPA, in considering additional disclosure of
risks and uncertainties, are similar to the goals of the
Securities and Exchange Commission (SEC).
The SEC has long
recognized the need for a narrative explanation of the financial
statements, stating that a numerical presentation and
accompanying footnotes alone may be insufficient for a financial
statement user to judge the likelihood that past performance is
indicative of future performance.
The SEC's Management's
Discussion and Analysis (MD&A) is intended to give the reader an
opportunity to look at a company through the eyes of management
by providing an analysis of the business of the company.
MD&A
requires management to discuss the dynamics of the business and
to analyze the financial condition and results of operations.

Crestar believes that much of the additional footnote disclosure
recommended by your exposure draft would be redundant to
information now required by the SEC in the MD&A section of the
financial statements of public entities.
Accordingly, we oppose
it for public companies as unnecessary and costly.
A financial
institution such as ourselves already renders substantial
disclosure.
For example, the required portion of our annual
report to shareholders exceeded fifty pages for 1992.
We believe
that the proper course of action would be to reduce redundancy
and improve readability for our industry.
Because this proposal

does neither, we oppose it.
In addition, we agree with the
"minority view" that such disclosure would be of little benefit
to the users of small business financial statements.
Moreover,
we would be surprised if the cost of preparation for these
businesses could be supported by cost benefit analysis.

In conclusion, we feel the existing framework for disclosure
within MD&A of a public entity's risks and uncertainties is
working, albeit awkwardly.
What needs to be achieved is to
reduce the existing redundancy between MD&A and the audited
footnotes to the financial statements for publicly held
companies.
We appreciate the opportunity to comment on this exposure draft.

Sin

Patrick D. Giblin
Vice Chairman and
Chief Financial Officer

orkey &
Associates, P.A
.

Certified Public Accountants

5950 West Oakland Park Blvd.
Suite 310
Ft. Lauderdale, FL 33313-1260
Fax (305) 485-0327
Tel (305) 485-0390

August 5, 1993

American Institute of
Certified Public Accountants
Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
1211 Avenue of the Americas
New York, NY 10036-8775
RE: Uncertainties & Financial Flexibility
Dear Mr. Gill:

The exposure draft referred to above would create, in my opinion, financial statements
that would be so complex and so long that they would cease to be the transmission of
accounting information and would become discussions of the complete operations,
management decision making process and organization of a business enterprise.
I also believe that the financial statements that are currently published by public
companies and governmental units are, at this time, too complicated for the average
reader to understand. I have at times received financial statements from various public
companies and governmental units and I, as a Certified Public Accountant, cannot
understand many of the items and disclosures that are included in these financial
statements. If I can’t understand these, then the average person certainly can not.
I believe that the time has come for the profession to state that enough disclosure is
enough. Any further information needs to be supplied on an as requested basis to the
requestor if the company or governmental unit feels it is appropriate to supply that
information. To make all of these disclosures a required part of financial statements
would be in essence putting every management decision of any consequence out for
public review and would increase dramatically the exposure to both companies and
auditors, not decrease it.

July 29, 1993
Frederick Gill
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In summary, I believe we should be moving the other way in terms of financial
statement disclosure, i.e. less disclosure and/or the disclosure as it currently is with a
summary level of disclosure for readers who do not want all of the details included in
the current financial statements.

Please contact me if you have any questions regarding the above information.
Sincerely,

Frank J. Horley, Jr.
For theFirm

FJH/fl
cc:

Ted Boyd

frankltr/aicpadis.clos

BankAmerica Corporation

Joseph B. Tharp
Executive Vice President and
Financial Controller

August 9, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified Public Accountants
File Reference No. 4290
1211 Avenue of the Americas
New York, New York

10036-8775

Proposed Statement of Position "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility"
Dear Mr. Gill:
BankAmerica Corporation (BAC) appreciates the opportunity to express its views on
the Proposed Statement of Position "Disclosure of Certain Significant Risks and

Uncertainties and Financial Flexibility" (the Exposure Draft). BAC is a bank
holding company and the parent of various banking and nonbanking subsidiaries,

including Bank of America NT&SA and Seafirst Corporation.

BAC is a user of

financial statements in its lending and credit extension activities and is also a
preparer of its own external financial statements. Therefore, the comments
contained in this letter reflect BAC’s viewpoints from both a user and a preparer

perspective.

Among the stated objectives of the Exposure Draft is the intent to provide financial
statement users with "information to help them assess the risks and uncertainties
concerning a reporting entity’s future cash flows and results of operations," and,

specifically, to provide them with an "early warning system" to alert them that the
reporting entity may be "in danger of failing, or short of failing, of suffering severe
financial setbacks." We believe these objectives go beyond the scope of financial
reporting as set forth by Statement of Financial Accounting Concepts (SFAC)
No. 1, "Objectives of Financial Reporting by Business Enterprises."

Additionally,

we do not believe the proposed disclosure requirements of the Exposure Draft, as
written, will accomplish what is intended.

BankAmerica Corporation

799 Market Street

San Francisco, California 94103
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We believe the proposed information will not help financial statement users assess
risks and uncertainties, because the requirements of the Exposure Draft are so broad

and require such a high degree of subjectivity that any information disclosed
pursuant to such requirements will lack reliability. Also, they will lack

comparability with disclosures made by other reporting entities, even one’s peers.

As such, these disclosures will not be valuable to financial statement users. And
because of the high level of subjectivity that will be involved in determining if any
or all of the disclosures of the Exposure Draft are required for a reporting entity,
management’s judgment and determinations could easily be challenged based on
hindsight.

Furthermore, we believe the Exposure Draft will not provide an early warning

system. In our opinion, the proposal will cause, rather than merely warn of,
financial weakness. We expect disclosures required by the Exposure Draft will
have a "self-fulfilling prophecy" effect by "warning" of business failure or severe
financial setback, even when such events are less than likely to occur. This reaction
could fuel an already pessimistic business environment, and will likely impair owner

or shareholder value, often unnecessarily.

Proponents of the Exposure Draft have suggested that the additional disclosures of
risks, uncertainties, and financial flexibility will reduce litigation against publicly
held companies and their accountants. However, we believe that due to the high
level of subjectivity involved in these disclosures and the likelihood that
management’s determinations will be challenged based on hindsight, litigation of
this type, and the associated costs, will escalate.

Below we have detailed our specific comments pertaining to the Exposure Draft as a
whole and to each of the five specific requirements. These comments are followed
by a section titled "Conclusions and Suggested Alternative Disclosures," in which

we have summarized alternative disclosures that we believe would be more
practicable and would better serve financial statement users than those in the

Exposure Draft. In addition, we have included in an appendix to this letter a
summary of other minor comments on the Exposure Draft.
General Comments
The "Reasonably Possible" Test — Use of the "reasonably possible" test throughout

the Exposure Draft raises several serious concerns. Most importantly, its use

appears inconsistent with certain existing Generally Accepted Accounting Principles

(GAAP) reporting requirements.

In addition, the "reasonably possible" test, as used
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throughout the Exposure Draft, is inconsistent with certain existing Securities and
Exchange Commission (SEC) reporting requirements, in particular, the guidelines

for Management’s Discussion and Analysis (MD&A).

These inconsistencies are

described below under "Inconsistency and/or Redundancy with Existing Reporting

Requirements”
Furthermore, disclosure that a near-term severe impact or material change in
estimate is reasonably possible will be of little value or even misleading to financial
statement users, since if it is reasonably possible that an event will occur to change
an estimate or cause a near-term severe impact, then, by definition, it is at least
"likely’' that such an event will not occur. We believe it is inappropriate to require

disclosure of an event or the financial statement impact thereof, when it is less than
likely that the event will occur. Disclosure of this nature is unnecessarily
pessimistic and could result in unwarranted impairment of owner or shareholder
value in the reporting entities.

Moreover, because "reasonably possible" is such a low threshold for disclosure,
there will be few, if any, potential events or significant estimates that will fail to
meet the threshold.

[Optional: For example, financial institutions have many assets,

liabilities, and valuation allowances, such as, securities, certain loans, other real

estate, allowances for credit losses, intangible assets, and legal or operating loss
reserves, which are estimated based on various assumptions regarding interest rates,
general economic conditions, and numerous other factors.] At a minimum, each of
these will require further analysis and evaluation to determine the potential impact
on the entity’s financial statements. For this reason, we believe that application of
the reasonably possible test will add greatly to the costs of financial reporting, and,
at the same time, will diminish the value and meaningfulness of the overall

disclosure of risk, uncertainty, or financial flexibility, by burying important
disclosures in information about events and conditions that have only a reasonably
possible chance of occurring.
The reasonably possible test was created for and is appropriate in the context of

Statement of Financial Accounting Standards (SFAS) No. 5, "Accounting for
Contingencies," since SFAS No. 5 draws a direct correlation between an existing
condition, situation, or set of circumstances and the potential that a material loss has
been incurred and will affect future cash flows. The Exposure Draft, however,

requires that a determination be made as to the likelihood that an event or condition
will occur in the future that might significantly change an estimate or result in a
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severe impact on the reporting entity.

Such a requirement is too subjective and goes

beyond the scope of financial reporting as defined by SFAC No. 1, which states that

financial reporting is intended to measure the effects of transactions and events that
"have already happened."
Inconsistency and/or Redundancy with Existing Reporting Requirements — The
"Relationship to Other Pronouncements" section of the Exposure Draft discusses
both the overlap and inconsistency between the proposed requirements of the

Exposure Draft and existing authoritative pronouncements. It is reasoned that the
requirements of the Exposure Draft are meant to "supplement" existing
pronouncements of the Financial Accounting Standards Board (FASB) and the
Governmental Accounting Standards Board (GASB). We question the propriety of a

division of the AICPA "supplementing" the disclosures required by FASB

standards.

We note the AICPA has designated FASB standards as the most

authoritative level of GAAP in Statement of Auditing Standards (SAS) No. 69, "The
Meaning of Present Fairly in Conformity With Generally Accepted Accounting
Principles in the Independent Auditor’s Report."
One of the reasons FASB standards represent the highest level of GAAP is because
the related proposals are subject to comprehensive, stringent review and extensive

due process before being released, and the applicable disclosure criteria are
carefully evaluated and tested. Accordingly, we believe it is inappropriate and
unnecessary to "supplement" the existing FASB pronouncements.
SFAS No. 109 is an example of an existing accounting pronouncement whose

disclosure requirements would be "supplemented" by the Exposure Draft. Under
SFAS No. 109, a deferred tax asset can be recorded when it is "more likely than
not" that it will be recognized in the future. The "more likely than not" test
requires only that there be a better than 50 percent chance of occurrence, and, by
default, there may be up to a 49.9 percent chance of nonoccurrence. The
determination of the amount of deferred tax asset that can be recorded (i.e., the
amount that is more likely than not to be recognized) may be based on estimates of
future income. Based on these rules, it is obvious that the FASB was allowing for a
degree of uncertainty in the valuation of deferred tax assets. We feel it is
inappropriate for the Exposure Draft to alter SFAS No. 109’s disclosure
requirements.
Finally, as a member of the financial services industry, we strongly believe

allowances for credit losses should be specifically exempted from the disclosure

requirements regarding significant estimates, because the Exposure Draft
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requirements conflict with existing GAAP in this regard.

The conditions under
which loans and other credit arrangements exist usually involve a degree of

uncertainty about their collectibility (credit risk).

SFAS No. 5 specifically addresses

this risk and how to determine the probable and, therefore accruable, amount of
potential loss. However, because of the nature of credit risk, it is not feasible to
segregate amounts that fail to meet the SFAS No. 5 threshold for accrual between
remote and reasonably possible. Therefore, we feel it would be inappropriate to
subject allowances for credit losses to the requirements of the Exposure Draft.

Many of the requirements of the Exposure Draft are also redundant or inconsistent

with existing SEC reporting requirements for publicly held companies, in particular

the requirements for MD&A. Under SEC Regulations S-K and S-B, Item 303 (Item
303), public companies must disclose "any known trends or uncertainties that have
had or that the registrant reasonably expects will have a material favorable or

unfavorable impact on net sales or revenues or income from continuing operations."
Item 303 also includes a provision requiring public companies to discuss "any

known trends or any known demands, commitments, events, or uncertainties that
will result in or that are reasonably likely to result in the registrant’s liquidity

increasing or decreasing in any material way."
Item 303’s overlap with certain requirements of the Exposure Draft is apparent;
however, it is unclear how the Exposure Draft is intended to interact with these
MD&A requirements. We believe that if the disclosure tests for the Exposure Draft
requirements are not made consistent with existing MD&A disclosure requirements
where such overlapping exists, publicly held companies will have major
discrepancies and inconsistencies in the number, type, and tone of disclosures
between their MD&A and their financial statements.

Auditability[Lack of Reliability — The proposed disclosures required by the Exposure
Draft will be dependent on considerable management judgment, which will make

them extremely difficult to audit. Many of the disclosures will be difficult at best to
verify and, accordingly, will lack "reliability" as required by SFAC No. 2,

"Qualitative Characteristics of Accounting Information." Additionally, because of
the high degree of subjectivity involved, the disclosures of different reporting

entities will lack comparability, even those of entities in the same industry. For
these reasons, the potential value of the proposed disclosures for financial statement

users will be eliminated.
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Placement of Disclosures — Due to the anticipated high cost and difficulty of

auditing information required by the Exposure Draft, we strongly believe that in a
final Statement of Position (SOP), any disclosure involving significant judgment and

uncertainty should not be required to be part of the basic financial statements, but
instead be considered supplemental and not subject to audit. For publicly held
companies, we recommend that any supplemental disclosures required by the final,
SOP be incorporated into MD&A. For nonpublic entities, disclosures could be in
the form of an MD&A-type discussion attached as a supplement to the financial

statements or in the form of an unaudited footnote.
Applicability of Requirements — We understand that AcSEC has considered
exempting certain reporting entities from compliance with the requirements of the
Exposure Draft based on size, cost/benefit, or level of public accountability. We
would strongly oppose the exclusion of smaller reporting entities and/or those
without public accountability. We believe the greatest benefits, if any, to be gained
from the proposed disclosure requirements of the Exposure Draft would be

associated with smaller, nonpublic companies. This is because publicly held
companies, particularly those with public accountability, are already subject to

requirements, such as those applicable to MD&A, which are intended to address
financial statement users’ concerns regarding risks, uncertainties, and financial
flexibility. If any exemptions are made in the final SOP, we feel it should be

related to publicly held entities, whose current disclosures already adequately
address risks, uncertainties, and financial flexibility.

Implementation Costs — We believe the cost of implementing the requirements of
the Exposure Draft will be very high, even for public companies who already

consider many of the issues involved for purposes of writing their MD&A.
Significant additional time and resources will be required to evaluate each
significant estimate used in the preparation of the financial statements, as well as all
internal and external factors or events which might impact any or all of the
estimates.

Additionally, significant time and expense will be required to have the

information audited or even reviewed by independent auditors.

According to SFAC No. 2, "relevance" and "reliability" are the two primary
qualities that make accounting information useful for decision making. While we
agree that the type of disclosures required by the Exposure Draft may be relevant to
financial statement users, we seriously question whether any significant degree of
reliability could be gained. The combination of the high cost of implementing the

requirements of the Exposure Draft, as written, with the low likelihood that the
resulting information will be useful for decision making, leads us to the strong
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belief that the costs of the Exposure Draft requirements far outweigh any potential
benefits, and, accordingly, the Exposure Draft should not be adopted unless
significant modifications, such as those described in "Conclusions and Suggested
Alternative Disclosures," are implemented.

Effective Date — If a final SOP is issued before the end of 1993, we agree that it

would be reasonable to make it effective for most reporting entities for fiscal years
ending after December 15, 1994 and for subsequent interim periods. However, we
believe consideration should be given to providing for a phase-in adoption, under
which smaller, nonpublic companies would be given additional time to develop the

information gathering processes necessary to make such disclosures.
Nature of Operations
We believe the requirements proposed in the "Nature of Operations" section of the

Exposure Draft would generally be useful to financial statement users without
creating significant additional costs for the reporting entity. However, these
requirements are substantially similar to the reporting requirements for public
companies included in SEC Regulation S-K and S-B, Item 101 (Item 101). For this
reason, we believe that public companies should be considered to have met the
requirements of this section of the Exposure Draft by having met the requirements
of Item 101. For consistency purposes, we believe nonpublic companies should

provide information on the nature of their operations as part of an MD&A-type
attachment to the financial statements or as an unaudited footnote, rather than as
part of their basic financial statements.
Use of Estimates in the Preparation of Financial Statements
We do not believe it is necessary that a specific acknowledgment be included in the

notes to the financial statements stating that management estimates are used in the
preparation of financial statements in accordance with GAAP. GAAP financial
statements should already include specific references to the use of certain
management estimates in the disclosures of significant accounting and reporting
policies. Additionally, the standard auditor’s report reiterates that management
estimates are used in the financial statements.

And, finally, there must be a basic

presumption that prudent financial statement users possess a certain degree of
understanding with regard to the financial statements they are using, and, as such,
would be aware that certain information could only be derived through management
judgment and/or estimation.
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Certain Significant Estimates
Our most significant objection to this section of the Exposure Draft is with the use
of the "reasonably possible" test, as described earlier in more detail. Estimates, by

definition, are not "facts." Therefore, there will nearly always be a "more than
remote" chance of an estimate changing over time. And, unless the specifics of

how the estimate may change are known, a determination of materiality will be

difficult and costly, and will involve significant subjectivity.
The Exposure Draft, as written, "encourages" the disclosure of factors that might

cause an estimate to be prone to material change. We do not believe such a
disclosure should be required because many factors that could cause an estimate to
be prone to material change may be confidential, for example, financial difficulty of
a major client. In addition, disclosure of the factors causing an estimate to be prone
to material change may, in certain cases, compromise a reporting entity’s
negotiating position, for example, pending litigation or arbitration. It should be

noted that the SEC, in an interpretive release on MD&A, recognized that there is a
necessity to "balance the informational needs of an investor against the risk [to the

reporting entity] of premature disclosure." As such, the SEC has made allowances
for certain nondisclosure when a reporting entity’s negotiating position would have

otherwise been jeopardized. We recommend that AcSEC take the same approach in
finalizing its SOP.

Current Vulnerability Due to Concentrations
Again, our most significant comment is our disagreement with appropriateness of

the reasonably possible test, as discussed earlier. We believe it is overly pessimistic
to require disclosure when the chance of an event occurring to cause a near-term

severe impact on the entity’s financial statements is little more than remote. By
definition, if this is true, it is more than likely that such an event will not occur.
Many financial statement users will consider only the literal, or "common sense,'
meaning of the term reasonably possible, and not the SFAS No. 5 definition. With

this in mind, any disclosure made pursuant to this section of the Exposure Draft
would be very alarming.
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We do not object to the use of the "severe impact" threshold for this disclosure.
However, we feel it is inappropriate to pair a threshold as high as this with a
likelihood as low as "more than remote." A reporting entity should not be required

to alarm its creditors, owners, shareholders, and other financial statement users,
with the discussion of a potential "severe impact," when it is less than likely to
occur.

Financial Flexibility
Information on financial flexibility (cash flow/Iiquidity management) is generally

very valuable to financial statement users. For this reason, we agree with the
concept of this provision of the Exposure Draft. However, we question the

practicability of its requirements as written.
The term "financial flexibility," as used in the Exposure Draft, denotes an entity’s
ability to pay expected cash outflows without taking "certain actions." The "certain

actions" that the Exposure Draft specifically requires to be disclosed include actions
that may be taken by certain entities in the normal course of business as part of
their liquidity and/or capital management processes. For example, BAC, on an
ongoing basis, issues debt and/or equity (primarily for capital purposes) and may
enter into new or renew existing credit arrangements in connection with its ongoing
process of liquidity management. Many entities manage their liquidity on an

ongoing basis, rather than by reacting with "certain actions" when a liquidity
shortfall becomes possible. We believe it would be difficult for such entities to
differentiate between an action taken or planned in the normal process of liquidity
management and one taken or planned because a liquidity shortfall is reasonably
possible. For this reason, we believe use of the reasonably possible disclosure test

in this provision of the Exposure Draft is neither practicable nor appropriate and

should be deleted from any final SOP.
The disclosure of specific courses of action may be appropriate when an actual
liquidity shortfall is likely; however, existing accounting and auditing

pronouncements already address this situation. For example, SAS No. 59, "The
Auditor’s Consideration of an Entity’s Ability to Continue as a Going Concern,"
requires that auditors evaluate the adequacy of an entity’s disclosures and include an
explanatory paragraph in the audit opinion if there is "substantial doubt" about the

entity’s ability to "continue to meet its obligations as they become due without
substantial disposition of assets outside the ordinary course of business, restructuring
of debt, externally forced revisions of its operations, or similar actions."
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Since cash is the "lifeblood" of all entities and the one thing all have in common,
we believe consideration should be given to requiring that all entities include, in an
MD&A-type disclosure, a brief discussion of their own financial flexibility, based
on analyses of actual cash flows, future cash flow requirements, and the risks

associated with cash flow and financing. However, we strongly oppose any
requirement to discuss specific future courses of action unless a liquidity shortfall is
at least likely.

Conclusions and Suggested Alternative Disclosures
We understand AcSEC’s basis for concluding that additional disclosure is necessary

to provide an "early-warning system" for financial statement users before a

reporting entity encounters severe financial difficulty or failure. However, we do
not believe that the provisions of the Exposure Draft will successfully serve that
purpose for the reasons stated above. Furthermore, we do not believe the majority
of the Exposure Draft’s provisions are either practicable or auditable as financial
statement components.

We suggest as an alternative that preparers of financial statements supplementary
provide a discussion and analysis specifically addressing risks and uncertainties with
respect to the use of certain estimates, vulnerability due to concentrations, and
financial flexibility. In the case of financial flexibility, we believe particular

emphasis should be given to analyses and reporting of past and future cash flows
and financing options by all financial statement issuers, as such information is very

valuable in assessing the financial health and prospects of an entity.
We also believe the disclosure test for the final SOP should be consistent with that

currently required for the MD&A of SEC registrants.

Publicly held companies,

therefore, would generally be in compliance with the disclosure requirements of the

SOP by virtue of meeting the MD&A requirements in Item 303 of SEC Regulation
S-K. Nonpublic entities could provide these disclosures in the form of an MD&Atype attachment to the financial statements or as an unaudited footnote.
By requiring that this subjective and forward-looking information be provided

supplementary rather than as part of the basic financial statements, the issue of
auditability will be resolved. By setting a more reasonable disclosure test, the
burden on reporting entities will be lessened. Further, the information will likely be
more reliable, and existing owners and shareholders will be less likely to experience
unwarranted loss in the value of their businesses in terms of their reputation and

customer base, as well as the monetary value of their stock or investment.
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We agree that a description of the nature of a reporting entity’s operations is useful
to a financial statement user. However, we believe that although this information

would likely be auditable, it is not necessary that it be included in the notes to
financial statements. A discussion of the nature of operations might also be

included in a supplemental disclosure.

Regardless of its placement, as required by

the final SOP, we believe that a publicly held company should be considered to be
in compliance with this provision by virtue of its Item 101 description in its Form
10-K and, if necessary, in its subsequent updates thereto through its Form 10-Qs.
For consistency, we would recommend that nonpublic entities meet this disclosure

requirement with an MD&A-type attachment to the financial statements or an

unaudited footnote.
Finally, we do not believe the inclusion of a statement in the notes to the financial
statements regarding the use of estimates in the preparation of financial statements is
necessary, because financial statement users are currently given sufficient
information to be aware of this fact in the footnote on significant accounting and

reporting policies, as well as in the auditor’s report.

Accordingly, we propose that

this provision be omitted from the final SOP.
*******

We appreciate the opportunity to express our views and would be glad to discuss

them with you at your convenience. If you have any questions, please contact me at
(415) 624-0413 or Paul Ogorzelec at (415) 624-1009.

Sincerely,

Joseph B. Tharp

Executive Vice President and
Financial Controller

cc:

Lewis W. Coleman, Vice Chairman of the Board and
Chief Financial Officer
Charles Dodge, Partner, Ernst & Young

APPENDIX - MINOR COMMENTS

Location

Comment

Paragraph 4

The exclusion for proposed changes in government

Scope:
1.

regulations should be more specific. It is unclear

whether this would encompass tax law changes, court .
decisions, etc.
2.

Paragraph 4
note 1

The logic behind the exclusion of proposed changes in

accounting principles (when restatement is not required)
only applies to publicly held companies.

Certain Significant Estimates:
1.

Paragraph 15

The example "provision for commercial and real estate
loan losses" appears to intentionally exclude other types

of loan losses, such as, credit card and installment
loans. This distinction is invalid.
Terminology:

1.

Throughout

Use of the word "should" throughout the various
disclosure requirements in the Exposure Draft makes it
unclear as to whether provisions are required or merely
encouraged, (consider the use of "shall" or "must")

2.

Paragraph 13

Use of the terminology "of which management is
reasonably expected to have knowledge" leaves too
much leeway for challenges based on hindsight We

feel the clause should be "of which management has

knowledge."
3.

Paragraph 26

Same comment as #2 (Terminology) above.

James R. Bunt
Vice President and Comptroller

Genera! Electric Company
3135 Easton Turnpike, Fairfield, CT 06431

203373-2088

August 9, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
I am writing to express the views of General Electric Company on the March 31,
1993, Exposure Draft, Proposed Statement of Position, "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility" ("ED").

Overview
With few exceptions, the tone of this response is somewhat negative. Below,
we dispute the ED'S apparent premise that the five categories of disclosures are
presently communicated ineffectively, and challenge whether adoption of the
ED accomplishes a worthwhile objective. Those points are organized in
Appendix A, the ED's list of "Areas Requiring Particular Attention by
Respondents."
We also state our strongly held view that the profession's program to limit
litigation losses will suffer a significant setback if this proposal is adopted. The
disclosures it would require are so sweeping and subjective, in our view, that
compliance will be rare. Defenses that now are helpful will be denied under a
pronouncement as broad as this ED.

Given that the AICPA, with its Special Committee on Financial Reporting, is
presently reviewing user needs comprehensively, we urge suspension of this
ED pending the outcome of that review.

A fair question that can be addressed to the author of a response that is as
negative as this is, "What would you have us do?"

Our answer is straightforward.
Cancel this project.

We believe that AcSEC, feeling that it has invested significantly in this project,
may now be unwilling to drop the project despite widespread objections it is
now hearing.

We suggest an alternative, therefore. We recommend that, should AcSEC be
unwilling to drop the project, it consider issuing guidelines for voluntary,
supplemental disclosures. For issuers and users who agree that the basic
financial statements are in need of supplemental information, this would provide
an authoritative source of guidance. We believe it is imperative, however, that
such supplemental guidelines be patterned after the SEC's successful MD&A
approach, eliminating highly troublesome ED requirements for inclusion in
audited financial statements and difficult requirements for disclosures of
"reasonably possible" outcomes and unrestricted concentrations disclosure.
In any event, we therefore respectively request that, should AcSEC elect to
proceed, a field test, carefully designed to discriminate between useful and
useless disclosures, should be conducted. The outline of such a field test is
presented in Appendix C.

Management's Discusion and Analysis
We, and other respondents with whom we have discussed this project, believe
that Management's Discussion and Analysis ("MD&A") represents an
appropriate level of treatment of many of the concerns to which this project is
directed. MD&A, of course, is unaudited, which, among other things, enables
registrants' to comply with the Securities and Exchange Commission's forwardlooking requirements without becoming subject to unacceptable risk. In sharp
contrast to the ED, its requirements are restricted to known trends, a
requirement that we have heard challenged as insufficient in no quarters aside
from the ED.

We believe that MD&A has met user needs extremely well, and should be
looked to as a model that, after years of refinement, needs no assistance from
AcSEC.
Thus, we will argue that SEC registrants appropriately supply information to
users, and that the ED will not meet a need.
Certain AcSEC members acknowledge the present effectiveness of MD&A, but
believe that the limit of their standards-setting jurisdiction to contents of
"financial statements" means that the treatment they seek is unavailable to them
except for an approach like that in the ED.

If some action is necessary, we urge that AcSEC adopt a creative solution that
does not create the huge liability burden—for preparers as well as auditors—
that we most strongly believe would result from the ED’s approach. For
example, AcSEC could certainly issue a pronouncement, modeled on the
SEC's Item 303, that would encourage preparers of financial statements to
supply unaudited commentary about those financial statements.
Actual inclusion of such commentary would be voluntary, and, as a practical
matter, would be a matter of negotiation between the issuer and users. For
example, banks, major users of financial statements, could judge whether the
information would meet their relevance tests, and could negotiate its inclusion

in selected circumstances. But the major problems of the ED, which we discuss
below, could be alleviated.
Present Need for the Risks and Uncertainties Project
Perhaps the most significant source of our intense frustration with this project is
that, from inception, its objective has been remarkably poorly framed.

For instance, we refer to page 3 of the 1987 "Report of the Task Force on Risks
and Uncertainties," which cites a 1985 survey by Louis Harris, stating, in part,
[In] A Study of the Attitudes Toward and an Assessment of the Financial
Accounting Standards Board .... 74 percent of respondents said that
information about cash flows was highly important, and 61 percent said
that forecasts of future earnings was (sic) highly or somewhat important,
(emphasis added)

This study seems reasonably clear, and the route to a response to the two
challenges is equally clear, if somewhat controversial:
• The FASB responded to the demand for information about cash flows by
issuing Statement 95.
• Forecasts of earnings has been debated seemingly without end, with
management unwilling to assume the legal risk absent a safe harbor. No
resolution is in sight.
But, in a quantum leap from the straightforward objectives of the Harris survey,
the Risks and Uncertainties Task Force drew the following inexplicable
conclusion:

[U]sers increasingly are demanding that financial statements include
more information to help them assess the risks and uncertainties
concerning a business enterprise's future cash flows and results of
operations.

Given that the study it cites (a) mentions nothing about risks and uncertainties,
(b) was satisfied by the FASB with respect to cash flows, and (c) sought only a
very particular, simple objective with respect to results of operations, we wonder
what demand AcSEC is seeking to satisfy.
If AcSEC has additional studies that provide insight into users demanding data
similar to that addressed in the ED, they should be brought forward
immediately.
Not only does the ED's existence fail to obtain support from cited authorities,
AcSEC does not attempt to explain the absence of risks and uncertainties
disclosure from the July 1992 Association for Investment Management and
Research (AIMR) naper, "Financial Reporting in the 1990's and Beyond." Recall
that the AIMR report was, in essence, a "wish list," unconstrained by
preparation costs or issues of verifiability. Complete omission of risks and
uncertainties, or any aspect of the risks and uncertainties project, flies directly,
compellingly, in the face of the reason that AcSEC states for this project.

Further, although there is no evidence that users are seeking the ED’s
disclosure, the timing of the ED seems very odd. The most comprehensive
reexamination of financial reporting in history, the work of the Special
Committee on Financial Reporting, is actively proceeding under the auspices of
the AICPA. To issue this document without awaiting that report is very odd
indeed, and, in our view, uncalled for.
In no event, however, should AcSEC proceed to issue a final document along
the lines of the ED.

Cost/Benefits of Risks and Uncertainties
With respect to cost of the ED, AcSEC has exposed a position while only
disclaiming, in B.68, the ability to conduct a reliable evaluation of costs versus
benefits. In certain of the categories (e.g., the financial flexibility requirement
that, despite paragraph B.51's statement to the contrary, apparently cannot be
met without preparation and audits of cash flow forecasts), more critical analysis
is warranted. In others, it is our view that the implicit cost estimates are
significantly in error.
One cost that AcSEC appears to have underestimated significantly is the cost of
incremental shareholder litigation—litigation affecting both management and
the auditors—that was the a principal focus of the minority view. We fear that
aspects of a final pronouncement on Risks and Uncertainties will become
central to shareholder litigation—an automatic charge that forces expeditious
settlement irrespective of case merits. Plaintiffs council for every future
financial failure will find something insufficient about the financial flexibility and
concentrations disclosures. There is simply too much windfall money available
from auditors and management to believe otherwise.

Further, it certainly appears unlikely that any alert attorney with benefit of
hindsight will be unable to make a compelling case to a jury that disclosures of
concentrations, estimates, ranges of risks met the standards set by this
Statement.
It is also troubling that AcSEC seems to have overestimated the ease with
which management will be able to achieve compliance with these broad
requirements. Although we state in Attachment B our reaction to individual
cases, we are concerned that the vary nature of those cases—isolation and
disposition of a few selected facts—trivializes the difficulties that will arise in
identifying, assessing, auditing and presenting these largely speculative data. It
is not, in our view, the stereo inventory cited in A. 19 that we need be concerned
about; it is the coffee maker that, a decade after the producer has exited the
business, develops fuse problems which, in turn, cause house fires. Is it
"reasonably possible" that products will develop defects? Of course. Will
litigators accept a boilerplate product liability disclosure instead of seeking the
potential windfall recovery against management and the auditors? We suspect
not.

It seems clear that these costs are not minor, and that they cannot be quantified
before the document is tested in court. We have stated above our view that
there has not been a sufficient demonstration of needs that the ED would meet.
Thus, our cost/benefit conclusion is clear, and we do not endorse completing
this project.
Role of Financial Statements
AcSEC seems locked into a perplexingly narrow view of communications to
users of financial information, that only communications that are included in
financial statements "count."
In the "real" world, acknowledged in SFAC 5, although financial reporting has
assumed an important position in the field of enterprise communications, users
would not any more look to financial information for disclosures of, say, awards
of competitive bids than they would look to a press release for information on
the funding status of the company's pension trust. This is important, because,
as we shall reiterate in the following points, we are not aware of any evidence
that users presently are deprived of useful information.

Our strongly-held position is that, if investors presently have information, as they
do with data provided in MD&A, moving that information (for example, to audited
footnotes) is costly, and the move should be made only if there is compelling
evidence that it is necessary.
As acknowledged in B.52-61, many of the substantive information needs to
which this ED is directed are met by information currently required by the SEC,
either in MD&A or the Description of the Business. Such information is now
distributed to all shareowners. Little, perhaps nothing, in the ED seems to cure
an information deficit for registrants.

Significant amounts of information in present MD&A are "soft" data. Some of
these soft data, management's opinions, are not auditable beyond
management’s representation. Other soft data, like orders backlog information,
could be audited, but experience with users is that they are satisfied with
management’s representation and prefer quick access to data as soon as they
are available, so that no incremental benefit derives from the cost of audit.

We find little in this ED that is worthy of further pursuit. Nonetheless, we shall be
pleased to assist AcSEC if a field test of the ED's precepts were undertaken,
and will be pleased to respond to any inquiries about this response.
Sincerely,

Attachment A

Areas Requiring Particular Attention by Respondents
Our answers to specific ED requests follow.

Scope
The scope choices in AcSEC's March 31 letter are puzzling. Surely, it is
apparent that users of financial statements of SEC registrants (or "public
companies") are incrementally in need of less of this information than private
companies. There is a plethora of information that is generated about these
enterprises. In soliciting a full spectrum of views, AcSEC surely meant to
include an option to exclude coverage of public companies.

If public companies are to be included, we believe that no other exclusion is
appropriate. The exclusion of private companies from FAS 14 is a poor
precedent. Somehow, certain of these enterprises would have us believe that it
is reasonable to include their assets and net earnings in financial statements,
but unreasonable to include a description of what it is they do.
Like FAS 14, our view is that this ED either results in provision of useful data or
it does not. If it does result in useful information, those data should be in
financial statements. If not, the answer is equally apparent. No further
discussion seems necessary or, in fact, appropriate.
If AcSEC agrees that the information about segments required by FAS 14 is
broadly useful, we believe the appropriate course is to communicate the need
for modifying FAS 21 to the FASB. Surely, this present disclosure shortfall
should be corrected, but the correction should be accomplished by the relevant
authority, the FASB.

Disclosures-Nature of Operations
AcSEC asserts that the concepts associated with disclosures about the nature
of operations is not controversial.
We disagree.

The FASB is currently involved in an active project on disaggregated
information. AcSEC’s belated proposed modifications of FAS 14 are ill-advised
and badly timed.

With an active FASB project underway, this disclosure should be dropped,
replaced by a campaign to convince FASB to include the focus of the ED’s
incremental disclosure requirement (location of markets), and, as we noted
above, to drop the exclusion afforded nonpublic companies by FAS 21.
A second aspect of this proposal that should be controversial is that it is
carelessly reconciled to existing requirements. A reasonably useful way of
preparing this draft would have been to show only additional requirements and
to show clearly what is incremental. Instead, paragraph 10, even supplemented
by B17, makes no effort to address how well FAS 14 satisfies its requirements.

Moreover, it introduces a new term, "industry," without describing how that term
relates to the well-understood accounting term, "segment."

Disclosures—Use of Estimates
Our view is that the significance of this disclaimer has been oversold, and thus
that it will ultimately be disappointing. Further, we believe that management's
report on the financial statements is a more logical place for this disclosure than
the footnotes, and that inclusion in that report is logically parallel to the
language in the audit report. Nonetheless, this is clearly the lowest cost, and
thus the least objectionable, of the ED's proposals.

Certain Significant Estimates
The ED appears to address the same subject as FAS 5, but, like the disclosure
in paragraph 10, as a stand-alone pronouncement that will be painfully difficult
for financial statement preparers and auditors to comply with.

The examples are hardly encouraging. In Attachment B, we detail our view that
the ED does not provide useful data by analyzing each of the examples. But we
are deeply concerned that the examples in the ED are not realistic or consistent
with cases that will actually become required disclosure.
To the extent that a given contingency is subject to FAS 5, we believe that the
disclosure requirements of that document are sufficient, and that AcSEC has not
demonstrated a need for reiteration of existing requirements. To the extent that
"reasonably possible" outcomes are ultimately required to be disclosed, like the
ED's requirement, we see nothing aside from attorney fees that will be
advanced by this proposal.

We understand that there is concern about the present extent of compliance
with the FAS 5, paragraph 10 requirements. Moreover, there is a natural
tension associated with disclosures of contingencies, and thus a reluctance to
make disclosures that are not absolutely necessary. Nonetheless, we believe
that principles of FAS 5 represent an appropriate disclosure threshold, and that
wholesale discard of those principles is fraught with compliance and litigation
peril. To make this radical change without a field test is, at a minimum,
imprudent.
Vulnerability Due to Concentrations
The intensity of our objection to this requirement is difficult to overstate. Even
the most imaginative managers and their auditors will certainly be unable to be
able to achieve compliance with paragraph 25. Even AcSEC's examples are
deeply inconsistent in how they treat, for example, operations effects of
concentrations. (See Attachment B, following.)
Failure of financial statements to deconstruct adequately the complex, multi
layered "concentrations" that will be apparent in retrospect, following a business
failure, will cost a lot of money in investor litigation.
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Some believe that FAS 105 already requires this disclosure. We are concerned
that the ED goes far beyond FAS 105. Moreover, FAS 105 has been a difficult
document to apply because useful descriptions of certain disclosable positions
are elusive. The ED, however, extends far, far beyond the known, auditable
population of transactions and exposures that are subject to FAS 105, and
opens unlimited "reasonably possible" exposure. Even if we thought this was a
good idea, and we do not, it is alarming that AcSEC would offer to the litigators
such sweeping language as is contained in paragraphs 21 and 22.

The need for this disclosure, to the best of our knowledge, is undemonstrated.
Our experience is that financial statement users are a reasonably seasoned,
intelligent lot. They are quite capable of constructing alternative and quite
sophisticated analyses from relatively modest information about an enterprise’s
operations. They now have, in the information presently supplied to them, much
more than modest information.
The ED, however, requires construction by the financial statement issuer of wild
hypothetical cases, simply to avert litigation.
Is the investor community served by such hypothetical disclosures?

We think not.

This disclosure is simply a

d idea and should be dropped.

Financial Flexibility
For public companies, there is nothing here that is not required to be included in
MD&A. Paragraphs B.55-57 of the ED, in effect, state this view. Placing these
disclosures into the footnotes (and attempting to audit the soft data) is so fraught
with peril that its repercussions and ultimate cost are hard to imagine.
Meanwhile, benefits to users (other than litigators) are difficult to enumerate.

Again, like most of the ED, this is an expensive reaction to an undemonstrated
need.
AcSEC is placing enormous reliance on cash flow forecasting in determining
whether this disclosure is necessary. We are skeptical that, if AcSEC were
experienced in cash flow forecasting, this reliance would have survived to the
ED. Despite companies devoting best available resources to the effort, the
misses in 12-month forecasts are vast. When AcSEC indicates a willingness to
rely on "one-year informal cash forecasts (budgets)," we would observe simply
that no useful disclosure is likely to result. Of course, our fundamental objection
to the ED, to wit, that litigators will cherry pick from failures and that the ED
would render us unable to mount a defense, is heightened in an area with a
basis as subjective as this.

Placement of Disclosures
Obviously, we do not support audit association with these data. At a minimum,
like quarterly data, these data should be unaudited. If unaudited is acceptable,
MD&A seems to contain most of the useful data.
3

A possibly satisfactory solution is that AcSEC simply suggest that enterprises
issue supplemental, unaudited disclosures following the SEC's MD&A
guidelines as an adjunct to financial statements. See our cover letter for a fuller
discussion of this alternative.
Range of Risks and Uncertainties
We note in our comments several instances in which the scope exclusions of
paragraph 4 seem ineffective. Concentrations, for example, necessarily Include
effects of acts of God for a geographic region. The possibility of damages
occurring after the date of the financial statements, scoped out by paragraph 4,
would be swept in by the concentrations disclosure.

We do not believe that these deficiencies are remediable within the scope of
this project.
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Attachment B
Cases - Significant Estimates
A.19 The inventory will be sold at a discount because of competitive pressure.
This disclosure "solution" is neither relevant nor useful.

MD&A for XYZ will present Model A’s performance in terms of sales and
profitsprofits as well as the liquidity effects of development needs for a
replacement product*2. This ED’s focus on a possible inventory writedown, in
light of widespread diminished investment in and increasingly fast turns of
inventory in modern manufacturing, is simply not what is important to most
businesses or their auditors.

Moreover, the suggested disclosure is a statement of the obvious. Should
shareholders really be given a license to litigate if the following words are
omitted from the footnotes—"XYZ’s ability to recover the cost of the inventories
depends ... on the success of its [sales] program."

A.24 It would be intriguing indeed to see the evidence AcSEC apparently has
that someone actually thought that an estimated loss on disposal of a segment,
in a deal that has not been negotiated, actually has no further risk. Every aspect
of this situation is risky, a fact that is apparent to financial statement users.
MD&A will treat this topic comprehensively, as would authors of most APB 30
footnotes. We don't need to be held up to further standards in a litigation
document.

A.28 Why would AcSEC present this example in an area that the FASB seems
near completion of a major accounting change with associated full disclosure
discussion? Surely, this example can await the FASB’s project.
A.32 What are we trying to communicate here? Do you think the lawyers would
permit this without quantification of how much is at stake? The market will have
written this asset off (react negatively) the instant this disclosure hits, and the
lawsuits will follow. With all due respect to AcSEC’s authority, we would be
surprised to see this disclosure ever made. Moreover, we do not believe that it
has been missed in current financial statements. In effect, one critical
assessment of this requirement is that is would result in lowering the impairment
threshold.
A.37 What is it that is unclear or insufficient about the first sentence of
paragraph 10 of FAS No. 5, "Disclosure of the contingency shall be made when
The SEC’s MD&A requirements state, "Describe any known trends or
uncertainties that have had or that the registrant reasonably expects
will have a material favorable or unfavorable impact on net sales or
revenues or income from continuing operations."
2In addition to the requirements under note 1, above, SEC’s MD&A
requirements would require disclosure of development needs to the extent
they affect liquidity, as follows:
"Liquidity. Identify any known
trends or any known demands, commitments, events or uncertainties that
will result in or that are reasonably likely to result in the
registrant’s liquidity increasing or decreasing in any material way.

there is at least a reasonable possibility that a loss or an additional loss may
have been incurred." In not addressing FAS 5, and explaining how much of the
disclosure is additive, A.38 is simply a disservice.

This disclosure would be dealt with in some detail and satisfactorily in MD&A.
A.40 This looks like an example of just how unwieldy AcSEC's proposal will
become. Plaintiff's counsel will look at the juxtaposition of the management
change, and will rightly conclude that the former managers and auditors asked
the Board the wrong question. They failed to ask whether it was reasonably
possible that a new management team was to be brought in, and, with it,
revisitation of basic operating issues. Again, the paragraph 4 scope exclusion
of uncertainties associated with management rests uncomfortably with
decisions about impaired assets, and is an area in which litigation will be
necessary to determine the exact boundaries.
Again, we urge AcSEC to avoid impaired assets until the FASB completes or
drops its project.

A.45 MD&A would surely cover this, as should disclosures under FAS 105.
A.51 Again, MD&A more than satisfies investor needs.
A.55 Your ED is not necessary to achieve this disclosure.

A.102 If management and its auditors believe that the range of possible losses
is required to be disclosed under FAS 5, the following questions arise:
•

This disclosure is absolutely mandated by FAS 5. What is insufficient about
the FAS 5 requirement?

•

The ED does not appear to answer the question of whether there can ever
be a case in which the A.104 disclosure is required, but the FAS 5
disclosure of additional loss contingency is not? We need to understand
what that case is, and what evidence AcSEC has that the additional
disclosure will meet a single user need, other than in solidifying a plaintiff's
lawsuit in cases in which compliance is, in hindsight, flawed?
Cases - Concentrations

A.58 This disclosure is absurd.

It is inconceivable that, by doubling the length of an average set of footnotes, we
could begin to capture comprehensively this sort of information.

Who is supposed to benefit from these data, even if by some unexplained,
sudden management insight, they could be satisfactorily prepared???

A.62 The fact that we're even discussing this disclosure is absurd.
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A.65 The important portions of this disclosure are covered in FAS 105.

A.69 FAS 105, 107 and MD&A more than adequately cover the portions of this
information worth disclosing.
A.74 This is apparently an important case, as supporters of the ED frequently
point to it as rectifying a material deficiency in present financial disclosures.

For public companies, this assertion about a deficiency is simply groundless.
The example disclosure reads exactly like an extract from MD&A, which is
where it belongs. FAS 14 could also treat this patent in some detail. It may be
true that private company financial statements would be in compliance with
GAAP without this point, but we suspect that management, if not attorneys, of
such companies would cause this disclosure to be made.

A.78 This example is insufficient to comply with the requirements of paragraph
20 of FAS 105. The ED is completely superfluous to this disclosure.

It is interesting, we note, that the examples lead us to two conflicting disclosures
with respect to the effect of concentrations on operations. Paragraph A.74 is
strictly directed to revenues and "gross profit," whatever that is supposed to be;
A.78 is strictly balance sheet exposure. We suspect that litigation will rely on
A.74, but believe that AcSEC should get the inconsistency sorted out.
A.82 Pretty good evidence that AcSEC is stepping into uncharted, troubled
waters. For that one time in 20 that an unexpected strike ensues, investor
litigation under this ED is certain—remember, all of those risk assessments
performed before the financial statements were issued will be reviewed after the
strike, when it becomes very difficult to sustain to a jury that the strike, now a
historical event, was unlikely. Management (and auditors) may never have an
opportunity to sustain their "reasonably possible" defense.

A.85 FAS 105 covers any meaningful aspect of this. This disclosure is also
odd, in that the effects of losing the auto manufacturers would be a radical shift
in demand for services and costs of operations.
Cases - Financial Flexibility
A.89 This disclosure is so simplistic and superficial that it lacks credibility.

What is "cash flow from operations?" We infer that it is something different than
the FAS 95 "cash flows from operating activities," but are unclear why such a
differentiation is appropriate or necessary.
We would expect much fuller discussion of this entire liquidity situation in
MD&A; in attempting to summarize a complex business situation, AcSEC has
simply produced two meaningless sentences. We fear that the superficiality of
this example will not withstand the inevitable litigation.
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A.94: A.99: A.102: A.132 MD&A provides more than adequate treatment of
each of these cases. AcSEC’s determination to move this treatment to the
footnotes is without merit.

A.106 Why is this not a FAS 5 contingency, and why are FAS 5 disclosures not
sufficient?

A.111: A.119: A.137 We are less experienced in this type of enterprise, but
suspect that the disclosures made here would ordinarily be made in a
transmittal letter to the users. We think it important to keep forecasts out of the
underlying financial statements.
A.126 It seems very odd indeed to disclose that short-term obligations will need
to be paid within a year. What is the point?
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Attachment C

Field Test
It is essential that AcSEC review results of a properly designed and conducted
field test before issuing this final document. Steps in a "properly designed and
conducted" field test, in our view, follow:
• Select no fewer than 30 public reporting companies and their auditors to
participate in the test. Public reporting companies should be the principal
focus since financial statements for public companies appear in a very
controlled context. It may be appropriate also to test non-public companies,
where needs are somewhat different.
• Select volunteer financial analysts to participate in the field test. It will be
necessary to obtain confidentiality agreements from these analysts as the
data to which they will have access is not available to the public.
• Volunteer companies will prepare their annual financial statements following
the guidance of the ED. Submit the former financial statements, annual
report, 10-K, along with the draft financial statements to the analysts.
• Obtain a comprehensive report from the auditors, scrutinizing carefully
"auditability" issues that are bound to arise in this area. The principal
concern is to obtain from the field test auditors a degree of comfort that the
audit procedures—which likely will comprise principally inquiry of
management—provided sufficient assurance. A valuable insight would be
the confidence of the auditors that the ED’s requirements were completely
met by the final field test disclosures.
• Ascertain, by means of forced ranking system, how important the new
disclosures are to the analysts.
• Continue the analysis throughout one full year, measuring the frequency
with which (a) estimates with reasonably possible risks and uncertainties
disclosures occur or fail to occur, and (b) events not disclosed in (a) occur
that have a material effect.
Until AcSEC has subjected its proposal to the rigors of a field test, the ED will
not have been demonstrated to be capable of being applied or audited, and the
"noise" (that is, the unlikely events that will be required to be disclosed) not
understood.

CROWE CHIZEK
July 31,1993
Mr. Frederick Gill
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, N.Y. 10036-8775

Dear Mr. Gill:
We are pleased to comment on an Exposure Draft of a Proposed Statement of Position,
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility." We
believe further disclosures in the areas contemplated by this exposure draft are definitely
needed in today's financial reporting. We encourage the Accounting Standards Executive
Committee to revise and issue this document.

Virtually every document or transaction we enter into today in our society comes with
disclaimers or caveats. A purchase of a consumer good, an automobile parking receipt, a
newsletter on investment advice, and numerous other transactions all carry warnings
regarding the limits established by the providers of the services, the risks assumed by the
users of the services, and the lack of a guarantee of future events. There is one notable
distinction, and that is historical financial statements.
Financial statements don't contain the warnings that other products in our society carry.
Financial statements are presented to users with few warnings or limitations, and thus users
often view them as being precise, unchanging, and accurate representations both of the past
and of the effects on today of the future. Financial statements contain the results of
estimates and judgments, and include soft data, but this fact is not adequately
communicated in today's financial reporting. Thus when a company fails shortly after
issuing its historical financial statements, some users complain they were not warned that
the company may not continue to exist. When future results decline from historical results,
some users complain complain they were not warned that future results may change.
Financial statements need to include further discussions of risk and uncertainties.
There will be concern by some that the new disclosures may not be verifiable as extensively
as can be done for other disclosures that are now made. However, this is exactly the point
that the new disclosures should communicate, that there is subjectivity and uncertainty in
financial reporting and in estimating the results of future events. Also, things that could or
might happen are less verifiable than things that have happened, but things that could
happen may be more relevant and thus we believe should be disclosed.
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There will be concern by some that the disclosures provided may not be complete enough to
disclose every possible risk that could happen (and in a large enough population of
reporting entities, every risk will happen sometime). But today's failure to disclose these
risks is not a better solution. While the new disclosures may not be complete, surely
financial statements that do not contain these items must be less complete!
There will be concern by some that the disclosures provided may be so complete that every
possible risk is disclosed, which will mean that some items disclosed will never happen.
But users will understand that a discussion of risk, which will be presented for each
company, does not constitute a certainty or assurance of risk nor would the presence of such
a discussion highlight any one company as one to avoid in favor of its competitors.
We are not convinced by those that argue that users of financial statements do not need this
information in financial statements because they already have much of this information
available to them, yet who argue at the same time that it will be exceedingly costly to report
in financial statements this information that is "already available." First, the argument that
users have the information available indicates, at some level, that the information is relevant
and users want it to supplement financial statements, so it should be provided. Second, if
the information is truly available, why is it exceedingly costly to report what is already
known?
We are not convinced that additional disclosure of risks and uncertainties will lead to
further liability to preparers and attestors. State position must assume that today's
omission of such information better serves and informs and warns users and protects
preparers and attestors. Such a position must also assume that the nearly-universal
presence of such disclosures and warnings in other transactions leads today to more, not
less, litigation involving those transactions. Such a position must also ignore some recent
litigation results on forward-looking information where the presence of caveats about the
future was a successful defense.
We are convinced, as the majority of AcSEC appears to be and as was the AICPA's Task
Force on Risks and Uncertainties in 1987, that further disclosures are needed beyond today's
generally accepted practices. This Exposure Draft should be revised and issued.

OTHER COMMENTS
While our general reaction to the Exposure Draft is favorable, we have suggestions for
improvements, including suggestions about the wiling of the example disclosures. We
feel that a key use of the final document will be to jstrate the wording of disclosures
needed in various circumstances. Thus, extreme care must be taken to scrutinize the
example disclosures. We believe many of the existing example disclosures do not present
what the related discussions assert that they do. These comments are presented in the
"Illustrative Disclosures" section of this letter.
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We also suggest that the scope of the Exposure Draft be expanded to include many of the
items that paragraph 4 now excludes. We think it should be possible, and would definitely
be useful, for discussions of known risks in financial statements to include discussions of
risks regarding key personnel, proposed changes in regulations, internal control
deficiencies, or uninsured risks. There is no logical reason to exclude disclosure of these
matters.
Paragraph 11 indicates that preparation of financial statements requires the use of estimates.
Better communication of this fact is a key feature of the additional disclosures that should be
made in financial reporting. However, paragraph 11 now is not strong enough nor specific
enough to drive meaningful disclosures to users about the pervasiveness and changeability
of estimates. Powerful disclosure examples should be provided to cover this area, and these
should include adequate discussion of the variability possible in estimates. These
disclosures examples should cover two areas. First, some estimates are pervasive in
financial reporting, such as the going concern estimate, and such matters should be
disclosed. Second, some estimates significantly affect specific accounts, such as inventory
obsolescence, and these specific estimates should also be disclosed.
Paragraph 14, footnote 8, states that the words "reasonably possible" need not be used. We
think these words or other appropriate terms should be disclosed, to illustrate the degree to
which it is presently considered that change will occur. Otherwise, we believe that many
disclosures will use words such as "could change" or "might change" in situation where the
likelihood of change is reasonably possible. "Might change" does not communicate the same
degree of likelihood as "reasonably possible to change." Among other reasons for
recommending the more informative use of words, using the appropriate descriptive words
for the circumstances will avoid each disclosure reading the same as every other disclosure.
Paragraph 17. Add "changes in" preceding "particular estimates" in the first sentence. An
estimate won't have an effect unless it changes.

Paragraph 32a. We disagree with the assertion by some that it is an unreasonable burden
for management to obtain and analyze the broad range of information, if it is kept in mind
that the information disclosed is only that which management is reasonably expected to
have knowledge.
Paragraph 32b. We disagree with some who believe that the information provided will not
improve the quality of information presented to users. We believe users will be better
served by more information about risks and uncertainties. We also disagree that a
discussion of some risks will imply that the list is complete, as we think appropriate
wording of the risk discussion can indicate that these are not all the risks faced by the
enterprise. As mentioned above, today's omission of risks cannot be better than
communication of at least some risks.
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Paragraph 32c. We disagree with some who state that users of nonpublic entity financial
statements may request additional data and obtain it, and yet who state it would be a
significant cost to disclose such data obtained from the entity in the entity's financial
statements, as discussed above.

ILLUSTRATIVE DISCLOSURES.

Following are specific disclosure examples contained in the exposure draft and our
comments regarding the adequacy of the examples.
A.4a. We believe that users may not always infer that the business will be "heavily affected"
by future changes in the policies in these areas, and that this fact should be specifically
stated. Also, the disclosure does not specifically state there is a "risk" in procurement
practices with the U.S. government or others.
A.4c. Delete "the it's" and replace by "its."

A.6. This example doesn't discuss the risks of aerospace business, which another example
(A.3) was included to illustrate. A.6 needs a discussion of the risks.
A.7a. AcSEC should consider how much "general knowledge of business matters" should be
assumed, and how much familiarity with specific industries and their specific risks and
markets should be assumed. In short, AcSEC should move towards further disclosure of the
risks, not just name the industry. An exceedingly high level of business sophistication
should not be assumed.
A.7b The basic disclosure in A.6 does not allow users a basis for comparing this enterprise's
financial information with competitors or industry statistics since it contains no information
by industry.
A.7c. The example disclosure does not say the operations in any one country are not
significant, it justsays the company operates in over 100 countries. The operations in one of
the over 100 countries may be significant.
A.9. The example does not mention the weak economic conditions cited in A.8.
A.12. The example fails to note that sales and income taxes are economically sensitive, as
A. 11 states they are. A. 13 then indicates the disclosures provide information about
concentrations in "economically sensitive" revenue sources. The user is made to infer that
these taxes are economically sensitive and thus the City may be affected. Such an inference
should be stated, not implied.
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A.15. "Actual results" is better stated as "Future results". The user could interpret "actual" to
mean what is reported now, not what will ultimately happen.

A.15. This disclosure should be expanded to discuss where these significant estimates are
reflected in the financial statements. This should cover both pervasive estimates, which
affect the financial statements in general, and specific estimates, which affect individual
accounts. Otherwise the disclosures are not very meaningful.
A.19. The disclosure states that inventories are in excess of current requirements, but A.18
states that the rebate program will result in the sale of the inventory. Some might argue that
accordingly the inventory is not in excess. Also, the amount of any such excess is not
disclosed, which might be $100 million or $1 million.
A.20. This states that the disclosure in A.19 meets the criteria under paragraph 12 because it
appears the plan to avoid loss will not be fully successful and this would have a material
effect. The actual disclosure in A.19 says no such thing-it says "management... believes no
loss will be incurred" and "no estimate can be made... of loss."

A.22. This discussion states that disclosure of "routine" estimates is not normally required.
Some companies routinely estimate very material things. This paragraph should be
removed.
A.22. This states estimates of inventory obsolescence are not normally to be disclosed, yet
A.19 illustrates such a common disclosure. A.22 should be removed.

A.24. The disclosure should start by stating "Reported assets included in discontinued
operations are based on management's estimates...."
A.28 The last sentence of this example provides a very useful discussion of how the specific
estimate was made and compared. Such a discussion should be illustrated for all estimates.
A.29. This indicates the illustration discusses current conditions, but the disclosure is
contained in the phrase that footnote 3 says is optional. Without this optional phrase, how
would a reader know the conditions in the industry are such as they are, or that they are
used in the estimate?
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A.45. The example would be improved if the last sentence would indicate that no amount
has been recorded since it is not probable the lost revenues will not be replaced. The user
should be helped by clarifying that "probable" is the threshold for accrual, not "reasonably
possible."
A.53. This fact should be stated in the disclosures.
A.56. The discussion indicates that it is reasonably possible the estimate may change, but
the disclosure does not state that. It only states the amount could change "if" the estimates
are reduced. "If" may be a far cry from "reasonably possible."
A.58. The example uses the term "adversely" and the discussion says the impact would be a
"severe impact." These terms don't mean the same thing. "Adverse" could be a severe or a
minor impact, as long as the impact is negative.
A.60. The discussion appears to imply that the event that could cause the severe impact is at
least reasonably possible. What would be the disclosure if management did not believe the
loss of the supplier to be reasonably possible? A reminder of footnote 12 on page 15 is
needed.

A.66. This discussion indicates the state's economic dependence is communicated. But A.65
contains nothing of this nature.
A.89. The disclosure indicates "if
* cash flow falls, but does not indicate that this is
"reasonably possible" as paragraph A.91 says it does.

Please direct any questions to the preparer of this letter, James L. Brown.

Yours truly,

Crowe, Chizek and Company

CUMBERLAND AND YORK DISTRIBUTORS
193 PRESUMPSCOT ST.

PORTLAND. MAINE 04103
PHONE: 774-0324

August 8, 1993

Mr. Fredrick Gill
Senior Technical Manager
A.I.C.P.A.
Accounting Standards Division File 4290
1211 Avenue of the Americas
New York, New York 10036-8775
Dear Mr. Gill,

I am writing regarding the proposed S.O.P., Disbursement of Certain
Significant Risks and Uncertainties and Financial Flexibility. We are a
small wholesale beer distributor and feel strongly that the S.O.P. will be
expensive, burdensome and accomplish little. We are already flooded with
paperwork and this would only add to the burden.
I urge you to reconsider this proposal keeping in mind the expense and
burden it would cause for small business.
Thank you for your consideration.

Sincerely,

James R. Bourque
V.P. Operations

DEPARTMENT OF THE TREASURY
WASHINGTON, D.C. 20220

AUG

6 1993

Frederick Gill
Senior Technical Manager
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

In response to the Exposure Draft - Proposed Statement of
Position, "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility," dated March 31, 1993,
we have the following comments:

1. Certain Significant Estimates. We believe that disclosure
of factors that cause an estimate to be sensitive to
material change should be required. Such disclosure would
inform the user as to whether the estimates were determined
independently (e.g., by appraisers, engineers, etc.), or
were determined by management.
2. Current Vulnerability Due to Concentrations. There
appears to be a conflict in the proposed Statement of
Position (SOP). Paragraph 4 of the scope section states
that this SOP is not applicable to proposed changes in
legislation. However, paragraph 24 under Current
Vulnerability Due to Concentration, where examples are
discussed, states: "The nature of governmental entities also
makes them susceptible to concentrations of legally required
expenditures..." Yet legally required expenditures can
emanate only from legislation. In any event, we believe
that for governmental entities, the scope of the SOP should
be amended to require that criteria for disclosure include
proposed changes in legislation. In our opinion, there is
no less need to disclose a severe impact caused by a
proposed cutoff of funding or changes to enabling
legislation by Congress, than for one caused by reduction of
revenue sources due to other factors.
3. Applicability. We believe that this proposed statement
should encompass entities that prepare financial statements
on a comprehensive basis of accounting other than generally
accepted accounting principles. We are concerned about this
because many federal government entities use a unique set of
accounting principles in preparing financial statements.
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4. Nature of Operations and Placement of Disclosures. Your
cover letter accompanying the proposed SOP states that all
of the disclosures would require direct auditor association
with the audited information. Furthermore, under paragraph
10 of the SOP, Nature of Operations, the SOP requires
governmental entities to describe the principal services
performed by the entity. These requirements, taken
together, may be misleading when applied to the requirements
of Office of Management and Budget (OMB) Bulletin 93-06,
Audit Requirements for Federal Financial Statements.
(This
bulletin is guidance for auditing federal financial
statements covered under the Chief Financial Officer's Act
of 1990).

OMB Bulletin 93-06 requires an assessment of the information
presented in the "overview” (similar to the ’’nature of
operations”) of the entity. However, the purpose of this
assessment is not to express an opinion on the information,
but to determine whether the information presented is
materially inconsistent with the information presented in
the principal financial statements. Therefore, this
assessment is considerably less than a full audit of the
overview. Accordingly, for the proposed SOP to reflect
current guidance in auditing governmental entities (at least
at the Federal level), we recommend that paragraph 10 of the
SOP be amended with a qualifying statement that auditor
association with the disclosures in the Nature of
Operations, pertaining to governmental entities, is limited
to assessing whether the information presented is
inconsistent with the information presented in the financial
statements.
Should you have any questions or, if we can be of further
assistance, please contact Jay M. Weinstein, Assistant Inspector
General for Audit, at (202) 927-5460.

Sincerely,

Robert P. Cesca
Deputy Inspector General

231 South LaSalle Street
Chicago. Illinois 60697
312 923 5724

Continental Bank

Randall J. Shearer

Vice President

August 6, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290, AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

RE:

Proposed Statement of Position "Disclosure of
Certain Significant Risks and Uncertainties
and Financial Flexibility"

Dear Mr. Gill:
Continental Bank appreciates the opportunity to respond to the above-referenced
Exposure Draft (ED).

Recommendation
Continental strongly recommends that the ED be withdrawn, primarily because there
has been no demonstrated need for additional disclosures covering the broad area
of risks and uncertainties.
Furthermore, we believe that the proposed disclo
sures would likely create additional audit and reporting risks as well as
increase the costs associated with these functions. These negative factors
considerably outweigh any perceived benefits of the proposed disclosures.

Comments that expand upon the above recommendation and on specific areas of the
ED are provided below.

Specific Comments
Perceived Need
Continental believes that using the 1987 AICPA Task Force report to create new
disclosure requirements is inappropriate.
As noted in the ED, the Task Force's
stated objective was to help standard setting bodies, such as the Financial
Accounting Standards Board (FASB) and the Securities and Exchange Commission
(SEC), to develop disclosure requirements for risks and uncertainties.
In fact,
several pronouncements have since been issued by the FASB and SEC that address
various types of risks and uncertainties.
Thus, we believe that the 1987 report
has already served its intended purpose. Additionally, there does not appear to
be any expressed interest from these standard setting bodies for additional
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Frederick Gill, Senior Technical Manager
Accounting Standards Division
New York, New York 10036-8775

August 6, 1993

disclosure guidance in this area.
There also does not appear to be any consensus
view among investors or financial analysts that the proposed disclosures are
needed at this time.
Consequently, the perceived need for additional reporting
requirements is questionable.

Continental strongly believes that existing reporting requirements promulgated
by the FASB and SEC adequately address disclosure of risks and uncertainties.
Specifically, the FASB’s SFAS Nos. 5, 14, 95, 105, and 107 require disclosures
covering risks and uncertainties, nature of operations, financial flexibility,
and concentrations.
The SEC’s Regulation S-K, Financial Reporting Release No.
36, Industry Guide 3, and Staff Accounting Bulletin No. 92 also cover such
disclosures. We believe these reporting requirements provide sufficient
information to allow financial statement users to assess the general risks and
uncertainties inherent in business operations.
Since current disclosure requirements are generally considered adequate at this
time, a perceived deficiency in the quality of reporting may be attributable to
non-compliance with current requirements.
If this is the case, we believe that
issuance of the proposed SOP is not the best solution.
Instead, reporting
compliance must properly be addressed by external auditors and the SEC.

In the event that enhancement of current reporting requirements is deemed neces
sary, Continental believes that such rules should be issued by the FASB or SEC.
This would ensure integration of disclosure enhancements within existing author
itative literature by providing consistent reporting requirements and avoiding
unnecessary duplication.
For example, the SEC is now considering potential
changes to Industry Guide 3 for the area of loan impairment in response to the
recent issuance of FAS 114.
Finally, for financial institutions in particular, Congress and bank regulatory
agencies have already addressed the issue of "early warning systems" as evidenced
by the Federal Deposit Insurance Corporation Improvement Act (FDICIA) and related
reporting requirements. Accordingly, from a financial institution perspective,
the ED is an attempt to address an issue that has already been resolved and,
therefore, represents more of a burden of additional costs and risks than a
solution or benefit.
Placement of Disclosures

Continental disagrees with placement of the ED’s disclosures in the notes to the
financial statements. Many of the disclosures required by the ED are highly
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Frederick Gill, Senior Technical Manager
Accounting Standards Division
New York, New York 10036-8775
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subjective in nature.
Placement in the notes to the financial statements may
lend increased weight to their perceived predictive value since such information
is audited.
This erroneous perception may be difficult to overcome, even by
using explanatory notes.

In addition, placement in the notes to the financial statements may significantly
increase auditing costs because of the need to audit such information and the
increased legal risk to auditors.

Certain Significant Estimates
Continental believes that the disclosures required for certain significant esti
mates may undermine the integrity and credibility of amounts reported in the
financial st
merits.
For example, it seems inherently inconsistent to claim
that a defer tax asset is "more likely than not" to be realize and, there
fore, faithfully represents the asset recorded in the financial
statements, while
also disclosing that it is at least reasonably possible that the referred tax
asset estimate may change materially in the near term.

In addition. Continental disagrees that such evaluations should be based on
information which management is reasonably expected to have knowledge.
This is a
significantly more onerous criterion for disclosure than required by the SEC.
The SEC only requires disclosures based on known trends; other forward-looking
information disclosures are voluntary in nature.
Determining what information is available and what management should reasonably
know is problematic.
In effect, the ED would create a requirement for knowledge
by management.
This is an unworkable situation that would only serve to increase
the risks of litigation and associated costs.

Range of Risks and Uncertainties
Continental believes any disclosures of significant estimates should be developed
in the context of specific risk exposures rather than on a macro basis.
For
example, the SEC recently issued Staff Accounting Bulletin No. 92 pertaining to
environmental disclosures.
Since the requirements are tailored for environmental
risk issues, they are much easier to implement than the general approach taken in
the ED.
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Frederick Gill, Senior Technical Manager
Accounting Standards Division
New York, New York 10036-8775
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Current Vulnerability Due to Concentrations

Continental disagrees with proposed disclosures regarding concentrations.
Deter
mining what is a concentration, what information is available, what management
should reasonably know, and what is reasonably possible to occur that would have
a near-term severe impact are not objectively determinable.
As previously
discussed, the added exposure to litigation by financial statement users is
likely to significantly increase the cost of gathering information as well as
audit fees. Additionally, judgments required in determining concentrations would
limit the comparability of disclosures among entities.
This would limit the
usefulness of such information.
Financial Flexibility

Continental disagrees with the proposed disclosures regarding financial flexi
bility for reasons already cited in response to other ED issues.
Specifically,
determining if near-term cash flow difficulties are reasonably possible would,
in many cases, be difficult to forecast.
This will expose the corporation to the
risk of litigation by financial statement users if such forecasts are proved
incorrect over time. Existing disclosures provided in accordance with SFAS No.
95 already allow financial statement users to make a reasonable assessment of
cash flow uses. Additionally, the proposed disclosure is unnecessary for finan
cial institutions based on the "early warning" provisions of the FDICIA.
Application of Disclosure Criteria
Although this provision attempts to provide a safe harbor for management judg
ment, it will be difficult in practice to avoid litigation risk from financial
statement users.

Conclusion
Continental strongly recommends that the ED be withdrawn for the reasons cited
above.
Please contact me if you would like to discuss our position or comments
in further detail.

Sincerely,

American Council of Life Insurance
Vincent W. Donnelly
Actuary

August 9, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
1211 Avenue of the Americas
New York, NY 10036-8775

Re: Proposed SOP, Disclosure of Certain Significant
Risks and Uncertainties and Financial
Flexibility
Dear Mr. Gill:
The Committee on Financial Reporting Principles (Committee)
of the American Council of Life Insurance (Council) appreciates
the opportunity to comment on the proposed Statement of Position
(SOP) referenced above. The Council is the principal trade
association for life insurance companies, and its 634 members
represent in the aggregate approximately 89 percent of the
assets of all domestic life insurers.

GENERAL COMMENTS

The proposed SOP would require the disclosures to be
located in the notes to the financial statements. We believe
that for public insurers, the discussion of the nature of
operations, significant estimates contained in the financial
statements, vulnerability due to concentrations, and financial
flexibility is most logically included in Management's
Discussion and Analysis (MD & A). The requirements of the
proposed SOP and the Security and Exchange Commission's
requirements for the MD & A are similar in intent; both are
designed to help readers of financial statements better
understand the risks and uncertainties facing the reporting
entity. The MD & A requirements for discussion of results of
operations, liquidity, capital resources, known trends and
uncertainties overlap the proposed SOP's requirements in many
cases. Since entities are required to include discussion of
risks and uncertainties and financial flexibility in the MD & A,
it serves no useful purpose to require very similar disclosures
1001 PENNSYLVANIA AVENUE. N.W.
WASHINGTON. D.C. 20004-2599
202/624-2167
FACSIMILE 202/624-2319
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elsewhere. Users of financial statements would be best served
if all such disclosures were in one place, and we believe that
the appropriate location for these disclosures for public
insurers is the MD & A.
We have the following comments and suggestions regarding
specific sections of the proposed SOP.
CERTAIN SIGNIFICANT ESTIMATES
We believe an estimate should be based on management's best
judgement given all the related facts and circumstances,
including events that may make it reasonably possible an
estimate will change in the near term. Management should not be
required to disclose all those events where it is reasonably
possible an estimate will change.

Since disclosure of factors that would cause an estimate to
be sensitive to change would be "encouraged but not required",
we assume this means no disclosure would be required unless it
materially impacted the understanding of the financial
statements. A further clarification of this point would be
helpful.
CURRENT VULNERABILITY DUE TO CONCENTRATIONS
The Financial Accounting Standards Board (FASB) issued FAS
105 Disclosure of Information About Financial Instruments With
Off-Balance Sheet Risk and Financial Instruments With
Concentrations of Credit Risk in 1990. Implementation of this
proposed SOP would place requirements on companies far in excess
of the requirements of FAS 105 even though the disclosure goals
of FAS 105 have not been fully analyzed by the accounting
community. Therefore, the proposed expansion of disclosures in
this regard is premature and inappropriate.
In addition, the concept of "severe impact" in the proposed
SOP is difficult to define. One company's interpretation of
this threshold could be completely different from that of a peer
company. This situation could lead users to draw invalid
conclusions as to the vulnerability due to concentrations of one
company compared to another.

Additionally, these disclosures are best discussed outside
of the financial statement since they represent management's
analysis of events and uncertainties that will impact future
operations.
*

FINANCIAL FLEXIBILITY
e feel that the "at least reasonably possible" clause is
W
too restrictive in terms of the disclosure requirement. This
clause suggests that an annual cash flow projection is needed to
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determine the "less than likely change” of an entity's ability
to pay its expected cash flows over the near term. We would
suggest a higher threshold, such as "likely to occur” or
"probable” as the determining factors for disclosure
requirements relating to financial flexibility. This would
alleviate the impracticability of constructing prospective annual
cash flows associated with the "remote" clause.
Given the nature of the insurance business, we are
concerned with the potential dangers of any discussion related
to cash flow adequacy. Users of financial statements could
easily misinterpret the disclosure and perceive a company's
position to be weaker and less liquid than it really is.
Disclosures about lines of credit and credit availability to
meet cash requirements are provided currently in companies'
notes to the financial statements. We feel the current
disclosures are appropriate and adequately provide the
information that is needed.

PLACEMENT OF DISCLOSURES
Placement of the proposed disclosures in the notes to the
financial statements implies that the disclosures must be
audited. We believe that the subjective nature of these
disclosures will make them difficult, if not impossible, to
audit effectively. We are concerned that a requirement to audit
these disclosures will result in increased audit fees without
significant value being added to the reporting process.
Placement of the disclosures in the MD & A, which is unaudited,
would alleviate this problem.

We thank you for giving the Council the opportunity to
comment on the proposed SOP. Several of our member companies
have filed separate statements raising various objections not
repeated in this letter. The Council agrees with those
objections and urges you to withdraw the proposed SOP.
Sincerely,

Vincent W. Donnelly

GAO

United States
General Accounting Office
Washington, D.C. 20548

Accounting and Information
Management Division

August 13,

1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
AICPA
1211 Avenue of the Americas
New York, NY
10036-8775

Dear Mr. Gill:

The United States General Accounting Office (GAO) is
pleased to present its comments on the exposure draft of
the proposed statement of position (SOP) "Disclosure of
Certain Significant Risks and Uncertainties and Financial
Flexibility." We recognize that the Accounting Standards
Executive Committee (AcSEC) faces a number of challenges
as it prepares this SOP.
ACSEC is seeking to improve
disclosures about risks, uncertainties, and financial
flexibility.
But it is operating within a limited mandate
for setting standards; the Board of Directors of the
American Institute of Certified Public Accountants (AICPA)
characterized this SOP as an "interim" measure until the
Special Committee on Financial Reporting completes its
work.
In its statement titled "Meeting the Financial Reporting
Needs of the Future:
A Public Commitment from the Public
Accounting Profession," the AICPA Board said the profession
is "ruling out no possibilities" as it examines ways to
meet financial report users' needs for information.
We are
interested to see if the special committee will embrace
some of the ideas we have advocated, such as current value
reporting by financial institutions.
Perhaps it will
recommend more dramatic revisions to financial reporting,
such as the inclusion of prospective financial information.
In the meantime, while we applaud AcSEC for its efforts in
this SOP, we believe acsec can and should do more.
To further improve disclosures about risks, uncertainties,
and financial flexibility, AcSEC should revise this SOP to:

1.

Require disclosure of risks associated with any
material weaknesses in internal controls relevant to
accounting estimates or to assessing risks,
uncertainties, or financial flexibility.

2.

Expand the required disclosures of financial
flexibility to include descriptions of (a) the
conditions that take it reasonably possible that the
entity will not be able to pay its expected near-term
cash outflows without taking certain actions and
(b) the possible effects of such conditions.

3.

Deal specifically with financial derivatives and
require disclosures of the market and audit risks
associated with them.

To overcome criticisms that this SOP’s requirements are too
costly and too subjective, and to help prevent unrealistic
expectations about what this sop can achieve, AcSEC should
revise this SOP to:

1.

Replace the vague proposal to require disclosure
of risks and uncertainties associated with certain
significant estimates with specific requirements to
disclose (a) material impairments to the value of
operating assets that have a reasonable possibility
of occurring in the near term and (b) uncertainties
inherent in specific accounting estimates, such as
disposal of a business segment and realization of tax
loss carryforwards.

2.

Replace the vague proposal to require disclosure
of current vulnerability due to concentrations with
specific requirements to disclose (a) economic
dependency on particular revenue sources, inputs or
patent rights and (b) significant concentrations of
interest rate and foreign exchange risks.

The changes to this SOP we have recommended are significant
enough that ACSEC might find it necessary to reexpose the
SOP if it were to make those changes.
Reexposing this SOP
would defy the expectations of those who want AcSEC to
complete its work quickly; for example, the AICPA Board has
urged AcSEC to do so "with all deliberate speed."
But a
hastily issued SOP is not in the interests of the
profession or the public.
We believe the benefits of
clearer, more comprehensive disclosure requirements
outweigh any costs that might be associated with delaying
the issuance of this SOP.

we also recommend that AcSEC follow up the issuance of this
SOP with practical guidance in two areas.
First, it should
prepare a practice bulletin on the application of Financial
Accounting Standards Board (FASB) Statement 5, "Accounting
for Contingencies," whose requirements overlap some of
those proposed in the exposure draft.
Second, either
AcSEC, or another body within the AICPA, should develop
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guidance for managers on internal controls relevant to
accounting estimates and to assessing risks, uncertainties,
and financial flexibility.

The appendix to this letter explains our recommendations in
more detail.
If you have any questions about our comments,
please contact Patrick McNamee at (202) 512-9525.
Sincerely yours,

Donald H. Chapin
Assistant comptroller General
Enclosure

cc:
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Mr. Jake Netterville, Chairman, aicpa Board of
Directors
Mr. Norman Strauss, Chairman, AcSEC
Mr. Edmund Jenkins, Chairman, AICPA Special
Committee on Financial Reporting
Mr. Dennis Beresford, Chairman, FASB

Appendix to GAO's Comments on Proposed SOP,
"Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility"

RELEVANT INTERNAL CONTROLS

We disagree with AcSEC’s conclusion, stated in paragraph 4, that
the SOP's disclosure requirements do not encompass risks and
uncertainties that might be associated with deficiencies in the
internal control structure over financial reporting.
We believe
that if an entity has material weaknesses in internal controls
relevant to accounting estimates or assessing risks,
uncertainties, or financial flexibility, then disclosure of those
weaknesses is essential to fairly presenting the Information this
SOP requires entities to disclose.
We also see a need for
guidance for managers on how to establish and monitor the
effectiveness of those controls.
We have long believed that audited public reports on an entity's
internal controls are essential to those who rely on published
financial information.
We recognize that it is not within
AcSEC's mandate to require the broad-based reporting on internal
controls we have advocated.
However, we believe AcSEC can and
should require disclosures about material weaknesses in internal
controls over the following areas, which are relevant to the
issues this SOP addresses:

1.

Developing significant accounting estimates,

2.

Assessing risks associated with significant concentrations,
and

3.

Assessing financial flexibility.

Significant deficiencies in controls with respect to any of these
areas could adversely affect not only the reliability of reported
financial Information, but also the viability of the entity
itself.
Requiring entities to disclose such deficiencies would
be consistent with the SOP's focus on matters that could
significantly affect amounts reported in the financial statements
in the near term or the near-term functioning of the reporting
entity.
To help assure the successful implementation of the SOP, Acsec or
another group within the AICPA should develop guidance for
financial statement preparers on how to establish and monitor
internal controls in the three areas noted above.

Accounting Estimates

Guidance on internal controls over developing accounting
estimates should include the types of processes and controls

Appendix to GAO'S Comments on Proposed SOP,
"Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility"

discussed in SAS No. 57, "Auditing Accounting Estimates," as well
as certain controls over safeguarding assets, as discussed below.

SAS No. 57 recognizes that "management is responsible for
establishing a process for preparing accounting estimates" and
describes that process and related internal controls.
These
descriptions provide a good starting point for developing
detailed guidance for management on controls over preparing
accounting estimates.
But the focus of SAS No. 57's guidance is
limited to steps management performs after the transactions or
events giving rise to the estimate have occurred.
To be truly
useful, guidance on controls over preparing accounting estimates
should go beyond the "after-the-fact" steps that SAS No. 57
describes.
That guidance should address internal controls over
Identifying and monitoring the risk of loss associated with
acquiring, managing, and disposing of assets, which are part of
controls over safeguarding assets.

The assumptions underlying accounting estimates are important to
both the management process and the internal controls SAS No. 57
describes.
A key assumption underlying certain accounting
estimates, such as the allowance for credit losses, is that the
actual risk of loss associated with an asset corresponds with
management's expectations,
whether or not that assumption is
valid depends on the effectiveness of internal controls over
identifying and monitoring the risk of loss associated with
acquiring and managing assets.
If those controls are weak, and
the actual risk of loss associated with, say, real estate
development loans exceeds what management expects it to be, then
a key assumption underlying the estimate of the value of those
loans is faulty.
That faulty assumption, in turn, increases the
risk that the estimate of the loans' value could be materially
misstated.
Thus, controls over safeguarding assets can be integral to
assuring the fair presentation of accounting estimates.
This is
why we have disagreed so strongly with the Committee of
Sponsoring Organizations of the Treadway Commission (COSO), which
asserts that controls over safeguarding assets are not part of
controls over financial reporting.
By developing internal
control guidance along the lines we have suggested, the AICPA
could help prevent managers from adopting COSO's mistakenly
narrow view of internal controls over financial reporting.
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To provide a starting point for developing guidance on internal
controls over safeguarding assets that are relevant to developing
accounting estimates, we offer for your consideration the
following definition:
"Controls over safeguarding of assets against loss include
risk assessment and monitoring activities in connection with
the acquisition, management, and disposition of assets. The
principal objective of such risk assessment and monitoring
controls is to assure that the level of risk-taking is
identified and approved by authorized members of management
and the Board of Directors.
Monitoring should assure that
the specific approved levels are not exceeded without being
detected.
The operation of these controls provides
information about the risks to the safety of assets necessary
for proper reflection and/or disclosure of such risks in the
financial statements.
To achieve these objectives, controls
should be designed to provide reasonable assurance that:

"1.

Transactions or events, or groups of them, are analyzed
for risk and the results of this analysis are presented
to management and the Board as part of the authorization
process.

"2.

Transactions are recorded as necessary to maintain
accountability and allow for monitoring of risks
associated with the acquisition, management, and
disposition of assets.

"3.

The results of risk monitoring activities are reported to
management and the Board on a periodic basis so that
actions can be taken to minimize risks, if required, and
risks can be properly reflected in financial reports."

Concentrations and Financial Flexibility

The above definition should also provide a useful starting point
for developing guidance on Internal controls over assessing risks
associated with significant concentrations.
SAS No. 59 and the
Securities and Exchange Commission's requirements to prepare a
management discussion and analysis could be used as a starting
point for guidance on controls over assessing financial
flexibility.
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FINANCIAL FLEXIBILITY
we see a mismatch between the basic requirements for disclosures
of financial flexibility (paragraphs 26 and 28) and the
Illustrative disclosures in Appendix A of the exposure draft
(paragraphs A.87 through A.138).
AcSEC should expand the
disclosure requirements to close the gap between what the SOP
specifically requires entities to disclose and what the
illustrations imply those disclosures should be.

Paragraph 26 of the exposure draft requires financial statement
preparers to disclose management's expected course of action when
it is determined that it is at least reasonably possible that the
entity will not have the ability over the near term to pay its
expected cash outflows without taking certain actions.
Paragraph 28 notes that the extent of the disclosure should take
into account the severity of the situation, but the only
disclosure the SOP specifically requires is management's expected
course of action.
This falls short of the disclosure model
Appendix A suggests.
Each of the Illustrative disclosures provides a context for
understanding management's expected course of action.
Each
discusses conditions that make it reasonably possible that the
entity will not be able to pay its expected near-term cash
outflows without taking certain actions.
The disclosures discuss
the possible effects of such conditions, as well as management's
expected course of action.

To help ensure that the quality of actual disclosures meets that
of the SOP's illustrations, AcSEC should expand the disclosure
requirements to include information about the following in
addition to management's expected course of action:

caused management to conclude
that the entity will not be
its expected cash outflows
and

1.

The conditions and events that
that it is reasonably possible
able over the near term to pay
without taking certain actions

2.

The possible effects of such conditions and events.
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CERTAIN SIGNIFICANT ESTIMATES
We believe that paragraph 12's criteria for disclosure of risks
and uncertainties associated with estimates are too general to
provide the selectivity paragraph 1 claims is this SOP’s central
feature.
Paragraph 12 implies that the disclosure requirements
encompass a wide range of risks and uncertainties, but the
examples in Appendix A (paragraphs A.17 through A.56) deal with
only three types of uncertainties.
One of these-reasonably
possible loss contingencies—AcSEC should address in separate
guidance on applying FASB Statement 5, "Accounting for
Contingencies." AcSEC should address the other two types of
uncertainties in specific disclosure requirements that replace
paragraph 12’s general requirements.
Illustrative Disclosures A, E, and G seem to be disclosures of
reasonably possible loss contingencies, which FASB Statement 5,
"Accounting for Contingencies," already requires reporting
entities to disclose.
This SOP is not the appropriate vehicle
for emphasizing the requirements of Statement 5 or explaining how
to apply them.
AcSEC should do that in a practice bulletin.
The
inclusion of these illustrations in this SOP strongly suggests
the need for such a practice bulletin.

Developing a practice bulletin on Statement 5 would also give
AcSEC an opportunity to work with FASB to improve the
profession's understanding of Statement 5's "probable" threshold
for recognizing loss contingencies.
In Statement 114,
"Accounting by Creditors for Impairment of a Loan," FASB
reaffirmed that probable does not mean virtually certain.
Although this may help somewhat in preventing totally improper
use of this threshold to avoid timely recognition of losses, it
still allows a great deal of flexibility.
We see a great need
for more detailed guidance.
Illustrative Disclosures B, H, and I reflect uncertainties
inherent in specific accounting estimates—disposal of a business
segment, percentage of completion of long-term contracts, and
realization of tax loss carryforwards, respectively—more than
they do the particular circumstances each scenario describes.
It
would be more appropriate for the SOP to require these types of
disclosures for all entities as a subset of paragraph Il's
requirement to explain that preparing financial statements
requires the use of estimates.
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Illustrative Disclosures C and D deal with the potential
write-down of operating assets, a situation excluded from the
scope of FASB Statement 5.
We recommend that AcSEC revise the
SOP to simply require disclosure of material impairments to the
value of operating assets that are reasonably possible of
occurring in the near term.
Disclosures should include the
factors that led management to conclude that impairment is
reasonably possible.
These specific disclosure requirements
should replace paragraph 12's vague criteria.
If AcSEC believes
there are other risks associated with estimates that neither GAAP
nor another section of this SOP addresses, then it should specify
that they be disclosed too.
Subjectivity of the SOP's requirements and its burden on smaller
entities are among the reasons why four AcSEC members dissented
to the exposure draft (paragraph 32).
We believe replacing
paragraph 12 with specific disclosure requirements is necessary
if AcSEC is to overcome these criticisms.
Xt is also necessary
to prevent unrealistic expectations about how much this sop can
contribute to giving financial statement users more information
about risks and uncertainties.

SIGNIFICANT CONCENTRATIONS
Our concerns about paragraph 20's criteria for disclosing risks
and uncertainties related to certain significant concentrations
are similar to our concerns about paragraph 12.
The disclosure
requirements, illustrative disclosures (paragraphs A.57 through
A.86), and background information (paragraphs B.29 through B.35)
make it difficult to distinguish the new requirements from
existing requirements or from other requirements of this SOP.
The introduction of the "severe impact" disclosure criterion
clouds matters further,
as we stated before, clear disclosure
requirements are imperative to the success of this SOP.

The following is our analysis of the relevant disclosure
requirements, illustrations, and background information, together
with our suggestions for clarifying the SOP.

Illustrative Disclosures A, C, E, and H deal with situations that
appear to involve economic dependency, as discussed in paragraph
9 of FASB Statement 21, "Suspension of the Reporting of Earnings
per Share and Segment information by Nonpublic Enterprises."
If
ACSEC is concerned that entities do not adequately disclose
situations where they are economically dependent, we suggest that
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it revise the SOP to specifically require disclosure of economic
dependency on particular revenue sources, inputs, or patent
rights.
Because it has been in the accounting literature for
years, we believe Statement 21's notion of economic dependency
would be easier for financial statement preparers and auditors to
apply than the severe impact criterion the SOP introduces.
Illustrative Disclosure F and paragraph 24's reference to assets
subject to expropriation address matters that fasb statement 5
already covers.
As stated earlier, we believe AcSEC should
develop separate guidance on applying Statement 5.

Paragraph B.32, in providing background information and the basis
for AcSEC's conclusions about current vulnerability due to
concentrations, states AcSEC's support for improved disclosure
about liquidity risk.

It suggests that using the SOP's severe impact criterion can help
financial statement preparers identify and disclose useful
information about liquidity risk.
We believe the SOP implicitly
requires financial statement preparers to assess liquidity risk
on an entity-wide basis when they assess the need for disclosures
about financial flexibility.
That broader approach to
considering liquidity risk would be easier for financial
statement preparers and users to apply than the severe impact
criterion.
We therefore recommend that acsec revise the SOP to
state that the required disclosures of financial flexibility
encompass disclosures about liquidity risk.
It should drop the
severe impact criterion.

Illustrative Disclosure D and the fourth bullet in paragraph 24
address interest rate risk; that bullet also addresses foreign
exchange risk.
Disclosure of concentrations of these two risks
appears to be the only incremental requirement (i.e., not
required by existing GAAP or other provisions of this SOP)
included in the provisions on significant concentrations.
Therefore, we recommend that AcSEC revise this SOP to
specifically require disclosure of significant, unhedged
concentrations of interest rate and foreign exchange risk.
Because it is always reasonably possible that interest and
exchange rates could change, it is not necessary for the SOP to
require any likelihood test to determine if disclosure is
necessary.
Making this and the other changes we recommend would
make paragraph 20 unnecessary.
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AcSEC should also encourage entities to provide more
comprehensive disclosures about how they manage interest rate and
foreign exchange risks.
Such disclosures may be particularly
helpful when accounting standards require recognition of gains
and losses on financial instruments for which the purchase has
been financed with other instruments that are regarded as hedges,
e.,
l.
core bank deposits.

FINANCIAL DERIVATIVES
Because of the importance of the issue and large potential
exposures to loss, the SOP should deal specifically with
financial derivatives and require specific disclosures of market
and credit risks associated with them.
It if is not feasible in
the near term to resolve the issues associated with specific
types of market risk disclosures and specify "value at risk"
measurement (suggested by the Group of Thirty as the best
measure), then alternative types of disclosures should be
permitted,
if ACSEC believes there are other risks associated
with financial instruments that neither GAAP nor another section
of this SOP addresses, then it should specify that they be
disclosed as well.
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1251 Avenue of the Americas
New York. NY 10020

Telephone 212 819 5000

Price Waterhouse
August 9, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
AICPA
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
File 4290 - Proposed Statement of Position
Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility ("Proposed SOP")

Despite the issuance of a great volume of new accounting pronouncements in recent years
and months, there continues to be a need for many preparers to provide users of their
financial statements with better information regarding significant risks and uncertainties.
We believe the Accounting Standards Executive Committee’s ("AcSEC") efforts represent
a significant and positive step in the process of addressing this concern and we support
the AcSECs objective of improving disclosures in the areas covered by the Proposed SOP.
In particular, we believe the disclosures required in the first four of the five disclosure
categories identified in the Proposed SOP have the potential to result in a truly
meaningful improvement in financial reporting. These areas involve disclosure of: (1)
Nature of Operations; (2) Use of Estimates; (3) Certain Significant Estimates; and (4)
Current Vulnerability Due to Concentrations. The disclosures recommended in these
areas are consistent with the objectives of financial reporting identified in the FASB’s
Concepts Statements. More importantly, we believe such disclosures, if appropriately
made, will provide relevant and useful information to investors, creditors and other
financial statement users. As regards the fifth area of recommended disclosures, Financial
Flexibility, we are concerned that the disclosures currently called for by the Proposed
SOP will not be sufficiently crisp to result in additional information that is of much
relevance. Unless an approach can be developed to sort out overly general disclosures,
we recommend that the final SOP not address this area.

Comments follow on each of the five proposed disclosure categories, other matters
identified in the Proposed SOP, and the issues in the Proposed SOP’s transmittal letter
for which specific comments were requested.

•

Nature of Operations, Use of Estimates

We agree with AcSEC’s conclusion that the requirements for these disclosures should not
be particularly controversial.
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•

Certain Significant Estimates

As set forth in 5114 of the Proposed SOP, the disclosure requirements for Certain
Significant Estimates are similar in many respects to the way some have interpreted FAS
5, Accounting for Contingencies. However, practice has largely not interpreted it that
way. Furthermore, the SOPs emphasis on the disclosure of near-term effects may serve
to heighten preparers' attention to this area. The caution that such disclosures signal are
in our view of value to virtually all users of financial statements. After all, nobody likes
unpleasant surprises that result from changes in estimates.
However, we question whether the inclusion of operating assets within the Proposed SOPs
scope will lead to meaningful disclosures. At present there is diversity in practice in the
accounting for the impairment of long-lived assets and a general vacuum in accounting
standards in this area. As a result, material reductions in the carrying value of operating
assets occur with considerable frequency and in a fairly wide variety of circumstances.
Thus, it may be difficult to conclude that a change event is not reasonably possible, and
many enterprises may be inclined to routinely provide generic - and not particularly
meaningful - disclosures of such a possibility.

•

Current Vulnerability Due To Concentrations

The effect of applying the Proposed SOP
*s
series of filters which require reporting risk
concentrations only if it is reasonably possible that they will make the enterprise
vulnerable to a severe impact in the near-term should be effective in achieving one of the
Proposed SOPs central features: selectivity of disclosures. Disclosures of those
concentrations which pass through this series of filters should prove informative.

•

Financial Flexibility

It seems that in this area the only disclosure filter proposed applies to events which are
not viewed as "reasonably possible" of occurrence. This differs significantly from the
proposed disclosure requirements for Certain Significant Estimates and Current
Vulnerability Due to Concentrations where there are screens applied to filter out actions
whose near-term effects are not material or are not likely to result in a severe impact.
Further, the disclosure requirements focus only on the enterprise's expected course of
action, not on the cost of such actions which may likely be of greater interest to financial
statement users.

Elsewhere in this letter we express our view that nonpublic enterprises need not be
subject initially to the Proposed SOP. We are also comfortable that for public companies
the disclosure requirements involving financial flexibility required by Regulation S-K for
Management's Discussion and Analysis are adequate. We do not believe that any
perceived benefit of the incremental disclosures that would be imposed by the Proposed
SOP in this area justify its costs.

•

Use of Illustrations

Appendix A to the Proposed SOP includes over 30 illustrative disclosures. These
illustrations are in many respects the backbone of the document. Unfortunately, their
inclusion as narrative in an appendix make the document cumbersome. We are also
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concerned that the illustrations may simply be viewed as a checklist of required
disclosures for circumstances similar to those depicted in the appendix, with disclosures
in other circumstances viewed as "optional". To others it may suggest that the Proposed
SOF's conclusions are insufficiently focused if they can only be understood by reference
to examples. We would prefer to see examples that serve only to illustrate - not interpret
- the Proposed SOP. For these reasons, we recommend that the examples be reconsidered
with the important concepts embodied directly in the conclusions of the final SOP. For
those illustrations where the intent is more that of interpretation than illustration, the
Proposed SOP’s conclusions themselves should be written more crisply so that each fully
captures the disclosure requirements.

•

The Termt Severe Impact

The Proposed SOP introduces the term "severe impact" as an important filter to be used
in connection with Current Vulnerability Due to Concentrations. Field testing may shed
additional light on how this term is likely to be interpreted and may indicate ways to
better illustrate its meaning.

We are concerned that the Illustrative Disclosures for Concentrations included in the
Proposed SOP may not adequately convey the notion of severe impact as seems to be
required by H23. For example, Disclosure A (HA58) indicates that reasonably possible
events could "...affect results adversely." This does not seem to us to necessarily convey
the notion of "severe impact".

•

Response to Issues on which AcSEC Specifically Requested Comment
•

Scope - We believe the Proposed SOP’s disclosures are generally relevant to all
financial statement users but at least initially may not be cost beneficial for
nonpublic enterprises. The primary users of financial statements of such
enterprises can usually obtain access to specific information where desired.
Accordingly, we believe such enterprises should, at least initially, be excluded
from the scope of the Proposed SOP. AcSEC may wish to reconsider this issue
in the future if there is a perceived demand for such information from users of
nonpublic enterprises’ financial statements.

•

Disclosure of Proprietary Confidential Information about Certain
Significant Estimates - We appreciate that in certain instances the concern
here may be real and encourage AcSEC to consider comments received from
financial statement preparers who we believe are best positioned to respond to
this query.

•

Severe Impact - The introduction to accounting standards of any new term that
requires the application of judgment is likely to be problematic and we believe
AcSEC should reconsider the clarity and definition of this and other terms if
results of its field testing indicate confusion. However, at this time we are not
overly concerned with the term’s clarity or definition. It is used only as a
disclosure filter and then only in concert with the two other disclosure screens
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that exist for Current Vulnerability Due to Concentrations, i.e., near-term and
reasonably possible.

•

•

Possible Need for Requirement to Disclosure the Factors that Cause the
Estimate to be Sensitive to Change - We generally share AcSEC's views that
a requirement should not be imposed to disclose information of this nature.

•

Possible Need to Prepare Cash Flow Forecasts - We generally share
AcSEC's views as expressed in paragraph B51 of the Proposed SOP. If the
scope of the final SOP were to exclude nonpublic enterprises, as previously
discussed, this would seem to us to be much less of an issue.

•

Auditor Association - We endorse auditor association as we believe it will
enhance the credibility of the disclosures. We also believe the discipline
introduced by subjecting the disclosures to examination by independent auditors
will cause preparers to rigorously review the risks and uncertainties addressed
in the Proposed SOP.

•

Broad Guidance - See our comments above with respect to the use of
illustrations to interpret the Proposed SOPs conclusions.

Additional Matters

Minor comments of an editorial nature are included in the attachment to this letter.
♦

♦

♦

♦

♦

We appreciate this opportunity to comment on the Proposed SOP. If we can provide
further information about our comments please contact H. John Dirks (415) 393-8735.

Yours very truly,

Attachment:
As noted

Attachment (page 1 of 1)
1.

A cross-reference to ¶7 (Definitions) would be helpful where the defined terms are
first used in each of the disclosure standards, IDE., ¶s 12, 20 and 26 re "near term",
and ¶20 re "severe impact". Similarly, cross-reference to footnote 3 should also be
considered for "material" in 1112.

2.

The examples in ¶l5 of Goodwill and Other Intangible Assets and Longterm
Investments generally do not seem reflective of estimates "particularly sensitive to
change in the near-term". Here the issues are probably more those of impairment.
We recommend their inclusion as examples be reconsidered.

3.

Paragraph 24’s reference to a particular type of tax is confusing. We suggest the
example be identified as one applicable to governmental entities.

4.

The qualifier "significant" should probably replace "certain" in the first sentence of
¶26 and in ¶28. We note such a qualifier already appears in the second sentence
of ¶26.

5.

The word "the" should be deleted from the first sentence of part C of ¶A4 and "it’s"
should be replaced by "its".

6.

The last sentence of ¶A8 addresses weak regional economic conditions not dealt with
in HsA9-10, and is not relevant to an understanding of the scenario for purpose of
applying the Proposed SOP. We recommend it be deleted.

7.

The first phrase in the first sentence of ¶A13 does not establish the basis for the
conclusion of that sentence. We recommend it be deleted.

8.

The competitor cited in HA30 should be qualified as being "significant", and the
introduction of Product A should be identified as being "imminent" so as to better
portray the near-term nature of a possible change in estimate.

9.

Paragraph A42 cites "... based on facts and circumstances that existed at December
31, 19x1". However, ¶13 indicates such an assessment must be made prior to
issuance of the financial statements, not as of the date of the financial statements.

10. The second sentence of HA45 should be revised to indicate the Port is directing
substantial efforts - rather than all its efforts - to obtaining new customers (if not, it
will presumably lose more than just its two major customers).
11. With respect to the Illustrative Disclosures - Concentrations section of the Proposed
SOP, a parenthetical reference to Disclosure C under "Nature of Operations" for an
additional example of a concentration should be included, similar to the italicized
comment following HA56.

THE CHUBB CORPORATION
15 Mountain View Road, P. 0. Box 1615, Warren, New Jersey 07061-1615

August 11, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
RE:

PROPOSED STATEMENT OF POSITION,
DISCLOSURE OF CERTAIN SIGNIFICANT

RISKS AND UNCERTAINTIES AND
FINANCIAL FLEXIBILITY.

FILE REFERENCE NO. 4290
Dear Mr. Gill:
The Chubb Corporation is a publicly owned holding company and is principally

engaged, through subsidiaries, in property and casualty insurance, life and health insurance
and real estate development. We appreciate the opportunity to respond to the proposed

Statement of Position (SOP) which would require disclosure in financial statements of

significant risks and uncertainties that could significantly affect a reporting entity as well as
information about an entity’s financial flexibility.

As a publicly owned corporation, Chubb currently presents most, if not all, of the
However, in compliance with SEC Regulation S-K, Item 303, these
disclosures are presented as part of the Management’s Discussion and Analysis (MD & A)

proposed disclosures.

rather than within the financial statements.

We recognize that disclosures such as those being proposed are informative and
provide an analytical perspective of an entity’s operations and financial position to users of
financial statements. However, we object to the SOP’s requirements to include these

disclosures, particularly relating to certain significant estimates, current vulnerability due to
concentrations, and financial flexibility within the financial statements. Financial statements

provide relatively objective information about an entity’s results for a specific period and its

-2-

financial position as of a particular point in time. The proposed disclosures of certain

significant estimates, current vulnerability due to concentrations, and financial flexibility
would introduce highly subjective, forward looking information into the footnotes to the

financial statements. Further, the inclusion of such disclosures as an integral part of the
financial statements would significantly increase the independent accountant’s responsibility
for the information. We do not believe such disclosures, other than those which are
currently required by various accounting pronouncements such as Statement of Financial
Accounting Standards No. 5, Accounting for Contingencies, are appropriate within the
financial statements.
The requirements of the proposed SOP represent not just a duplication but an

expansion of the analytical type of disclosure required of public entities in MD & A. We
believe that the existing financial reporting requirements for public entities, including both
the financial statements and other supplementary information not considered part of the
financial statements, provide an adequate framework for disclosure. We agree with the

minority view that analyzing the broad range of information that would have to be considered
for possible disclosure under the proposed SOP extends beyond the requirements for
MD & A and places an unreasonable burden on all reporting entities.

In particular, the
requirements to disclose risks and uncertainties associated with estimates based on

information of which "management is reasonably expected to have knowledge,"
concentrations that make an entity vulnerable to the risk of a near term severe impact when it
is "reasonably possible" that such severe impact will occur and financial flexibility when it is

"reasonably possible" that the entity will not have the ability over the near term to pay its

expected cash outflows are too broad and subjective. As such, they will result in subsequent
challenges based upon hindsight. Consequently, financial statement preparers and
independent auditors would be exposed to excessive scrutiny and increased litigation. For
these reasons, we believe that the costs and risks associated with the proposed disclosure

requirements are greater than the benefits to be derived.
As noted above, disclosures similar to those being proposed are currently presented
by public entities within the MD & A. The users of financial statements of nonpublic

entities have the ability to request similar data. Expanded financial statement disclosure,
including the incorporation of significant forward looking information, should not be
expected to replace quality underwriting by lenders, comprehensive analysis by investors or
adequate review of an entity’s operations by customers, vendors or others with a financial
interest in the entity.
We do not oppose the inclusion within the financial statements of the disclosures of

the nature of operations and the use of estimates in the preparation of financial statements.

However, we believe that the disclosure of the use of estimates will be "boilerplate" similar
to that on page 23 of the proposed SOP.

-3-

In conclusion, we oppose the inclusion of the proposed disclosures on certain
significant estimates, current vulnerability due to concentrations, and financial flexibility as
part of the financial statements. The financial statement footnotes are not the appropriate
forum for analyzing an entity’s results of operations or financial position or

predicting the impact of future events. We do not view the proposed disclosures as an
enhancement to existing financial statement reporting practices and believe that such
disclosures would add more uncertainty to the financial statements and could be misleading to

users.
We appreciate your consideration of our comments and recommendations.

Very truly yours,

Henry B. Schram

Senior Vice President and
Chief Accounting Officer
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TT Corporation
Headquarters

Merlin L. Alper
Vice President and
Assistant Controller
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Mr. Frederick Gill
Senior Technical Manager,
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Exposure Draft (ED): Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility

We want to express strong opposition to the disclosures proposed
in AcSEC's ED on risks, uncertainties, and financial
flexibility. Our general reactions are discussed in the
following, and details are covered in the attachment.

1.

Any proposal that deals with broad, general disclosure
issues should fall under the purview of the FASB with its
extensive due-process procedure. AcSEC's area of standard
setting generally deals with industry-specific or other
relatively narrow accounting issues. Broad, controversial
issues proposed by this ED should not be "back doored" into
existence, with the perception to some that the AICPA is
attempting to solve its "expectation gap" problems without
the FASB’s due-process discussion and analysis.

2.

The proposal to include in the audited footnotes disclosures
of "reasonably possible" future events ----- that is, events
that are "more than remote but less than likely" — is
unworkable. Adherence to this standard will either cause
companies to include a long list of potential events that
are not likely to occur, or to create standard
"boiler-plate" language. In either case, the new
disclosures would make financial statements still less
relevant to users, defeating the rather vague intent of the
ED.

1330 Avenue or the Americas. New York. NY 10019-5490

Telephone (212) 258-1808
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3.

Many of the disclosure requirements of the ED are covered an
existing accounting literature, and for the most part, are
redundant with the SEC's Management Discussion and Analysis
(MD&A) disclosures, required for all companies that file
with the SEC.
We believe that the MD&A provides the
appropriate basis for analysis of prospects, while the
redundant proposals of this ED will tend to blur rather than
enlighten.
Furthermore, given the existence of the SEC’s
requirements, this proposal will not meet any cost/benefit
test.
Even more troubling is our understanding that there is now
consideration of exempting non-SEC companies from the
proposals in order to avoid the high cost of disclosure for
smaller companies.
This will make the ED even more
redundant, and again gives the obvious appearance that the
purpose of the ED is not more meaningful reporting but
simply a reaction to the Big Six’s ’’expectation gap”
problems.

We believe that the AICPA and Big Six, rather than lowering user
expectations by creating financial reporting that is not
reliable, would be better served by efforts to meet user
expectations by professional adherence to existing auditing and
accounting standards.

Sincerely,

MLA:ja/Exposure
draft
Attachment
cc: N. N. Strauss - AcSEC/Ernst & Young
T. S. Lucas - FASB

Attachment
ITT Corporation
Comments on AcSEC’s Exposure Draft (ED)
’’DISCLOSURE OF CERTAIN SIGNIFICANT
RISKS, UNCERTAINTIES, AND FINANCIAL FLEXIBILITY

I.

As discussed in the accompanying letter, the ED would expand
disclosures to include ’’reasonably possible” future events.
Those
disclosures will tend to become standardized descriptions of inherent
risks in accounting values and operating results.
By their nature,
the ’’reasonably possible” problems to be disclosed under the ED are
not drawn from analyses of results and trends, but instead represent
’’what if’s.” For example, illustrative disclosures in the ED include
these passages:
"Due to uncertainties inherent in the estimation process, it is at
least reasonably possible that completion costs for Project A will
be revised further."

"It is reasonably possible that those estimates of anticipated
future gross revenues and, as a result, the estimated lives of the
software costs will be reduced significantly in the near term due
to competitive pressures."
"The company currently buys all of its integrated circuits ... from
one supplier. Although there are a limited number of manufacturers
of the particular integrated circuits, management believes that
other suppliers could provide similar integrated circuits on
comparable terms. A change in suppliers, however, could cause a
delay in manufacturing, and affect results adversely."

There is nothing in the statements above or the larger context from
which they were pulled that indicate substance beyond the inherent
danger that circumstances could change.
In the passage on supplier
concentration, for example, nothing is specified that gives reason to
expect disruptions, such as a history of interruptions, an expiring
labor contract, etc.
(If there were tangible reasons to expect
disruptions, MD&A coverage would be required.) There is an endless
number of disclosures that might be necessary if one simply had to
hypothesize bad things that could happen.

II.

There is particular overlap in purpose and scope with Management's
Discussion and Analysis (MD&A), required for SEC registrants, and also
overlap with disclosures under SFAS No. 14 (segment reporting), as
discussed below for the five major categories of disclosure proposed
in the ED:
1) Nature of operations:
Such disclosures already are required for
SFAS No. 14 or the SEC’s MD&A.
The ED points out that
"identification of principal markets" and "description of location
of principal markets" are requirements in the ED that are not found
in SFAS No. 14. While this is true with respect to Statement 14,
these factors are elements of regular reporting for SEC registrants
(Form 10-K, Item 101 of Regulation S-K).

(continued)
2)

Use of estimates in the preparation of financial statements:
Disclosing the existence and nature of estimates in accounting
data is a complete duplication of coverage in ITT’s and many other
companies’ ’’Report of Management.”

(It should be noted that the first two categories proposed in the
ED will be inconsequential for many companies, including ITT. As
pointed out in the ED, "each of those kinds of disclosure is found
in some financial statements .
The purpose ... is to extend
desirable practices to additional entities.’’)
3)

Certain significant estimates (that may be proven wrong):
The
MD&A now requires a complete analysis of results, with coverage of
the implications of those results for the future, including "any
known trends or uncertainties that have had or that the registrant
expects will have a material favorable or unfavorable impact on
net sales or revenues or income from continuing operations" (Item
303 of Regulation S-K). Anything beyond "known trends or
uncertainties" will be guesswork quickly boiled down to
generalities about inherent risks.

Also, although not said directly, it is obvious from the
explanations and illustrations that the ED is intended to elicit
disclosures of potential problems, but not about potential
pluses.
This imbalance also will lead to generalities, to avoid
the appearance that an entity faces the mass of problems indicated
by one-sided recitations of risks.
4)

Current vulnerability due to concentrations:
Except for
concentrations in the supplier base, called for in the ED, SFAS
No. 14 and the MD&A appear to require already the disclosures
called for in the ED.
(Customer concentration is an area for
which existing literature requires disclosure because of an
inherently risky situation.)

5)

"Financial flexibility" (when it is determined there may be
difficulty in paying cash outflows without taking "certain
actions."):
The MD&A requires complete coverage of "liquidity"
and "capital resources" that include the ED proposals and more.
In fact, the ED notes the more complete coverage in the MD&A, and
appears to claim as an advantage the ED’s concentration on
liquidity in the special case of "the wolf at the door." We think
that users would prefer the MD&A's on-going analysis of liquidity;
SEC registrants should not be required to meet the two different
approaches in separate sections of financial reports.

We recommend that the project be handled by the FASB, because accounting
standards that are generally applicable, such as these proposals, are
beyond the normal scope of AcSEC.
In any event, the proposals should be
fundamentally revised to recognize that SEC registrants now meet
requirements that provide appropriate analyses of financial results and
prospects.
For others, disclosures should be directed to MD&A-type
discussions, not one-sided (negative) recitations of "possible"
developments.
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
AICPA
1211 Avenue of the Americas
New York, NY
10036-8775
Re:

Proposed Statement of Position - "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility"

Dear Mr. Gill:
We have read and evaluated the proposed Statement of Position
identified above (hereinafter referred to as the "Draft SOP")
relating to disclosure of significant risks and uncertainties and
financial flexibility, and are taking this opportunity to comment
on it.
It is our summary belief that the disclosures contemplated
by the Draft SOP are unwarranted except potentially for public
companies, are of dubious cost benefit, will be prejudicial to
small
and
medium-sized privately held companies
and
their
independent accountants,
and will
intensify the
independent
accountants’ already excruciating exposure to litigation.
Our
basis for this conclusion is addressed below in greater specificity
together with our additional comments on the Draft SOP.

Cookbook Approach Not a Panacea for Cooked Books
The professional literature
under which an independent
determine that the risks and
SOP are disclosed. The third
of reporting states:

already includes several standards
accountant would be duty-bound to
uncertainties addressed in the Draft
generally accepted auditing standard

"Informative disclosures in the financial statements are to be
regarded as reasonably adequate unless otherwise stated in the
report".

The primary concern of this and the first two of the four standards
of reporting in GAAS is adequacy of disclosure.
The intent of the
third standard is that issuers of financial statements have a
responsibility to ensure that disclosures are adequate, regardless
of whether a specific authoritative pronouncement covers the
matter.
A Member of

Moores
Rowland
A worldwide association of independent accounting firms

MRWeiser&Co.
Mr. Frederick Gill
AICPA-Accounting Standards Division
August 10, 1993
Page 2

SAS 32 "Adequacy of Disclosure in Financial Statements” reinforces
the guidance set forth in the third standard of reporting.
The
auditor is to evaluate the need for disclosure of ”... a particular
matter...in light of the circumstances and facts of which he is
aware at the time”.

In addition, FASB Statement No.5 ("Accounting for Contingencies”)
already requires disclosures relating to matters which are the same
as, or substantially similar to, the risks and uncertainties
contemplated by the Draft SOP. Reference is made to Paragraph 4 of
FASB Statement No.5 for examples of loss contingencies addressed
therein.
Certain matters addressed in Paragraph 12 of the SOP
would be required disclosures under FASB Statement No.5.
Further,
FASB Statement No.105 ("Disclosure of Information About Financial
Instruments With Off-Balance-Sheet Risk and Financial Instruments
With Concentrations of Credit Risk”) addresses matters similar to
certain of those in the Draft SOP.
Accordingly, we believe that it is abundantly clear, that many of
the disclosures required to be made under the guidelines set forth
in the Draft SOP, would be similarly required under existing
standards.
As an example, it would be difficult to conclude that
the disclosure relating to the near term expiration of the
significant patent set forth in Paragraph A.75 on page 34 of the
Draft SOP, would not be required under one or more of the existing
aforementioned standards.
The Draft SOP is Not Cost Effective and is Particularly Burdensome
to Smaller Non-Public Entities and Their Independent Accountants

We concur with the Minority View of the Ac Sec members who
dissented expressed on page 19 of the Draft SOP that the disclosure
requirements
contemplated
thereby •
..
would
place
a
disproportionate economic burden on non-public entities and their
independent accountants, particularly those issuing compiled or
reviewed financial statements. In addition, the users of financial
statements of non-public entities have the ability, which they have
exercised in the past, to request additional data".
Clearly, the need for the information has not been demonstrated.
There is no empirical evidence cited in the Draft SOP to support
assertions that such additional disclosures, which go way beyond
the
current
threshold
of
disclosures
required
by
current
professional standards, are either warranted or cost effective.

MRWeiser&Co.
Mr. Frederick Gill
AICPA-Accounting Standards Division
August 10, 1993
Page 3

The three paragraphs comprising the Cost/Benefit section appearing
on page 61 of the Draft SOP states little more than Ac SEC’S belief
that ”... the benefits of the disclosures required by this Draft
SOP will outweigh their costs”.
I note with interest that in Paragraph B.67, Ac SEC cites Paragraph
142 of FASB Concepts Statement No.
(’’Qualitative Characteristics
of Accounting Information") as support for its not attempting to
evaluate further the cost or the efficacy of the project.
In my
view, it is somewhat disingenuous of Ac Sec for not providing a
balanced view by failing to cite Paragraph 137 of the same Concepts
Statement which addresses the several kinds of costs of providing
information:

"The costs of providing information are of several kinds,
including costs of collecting and processing the information,
costs of audit
if it is subject to audit,
costs of
disseminating it to those who must receive it,
costs
associated with the dangers of litigation, and in some
instances costs of disclosure in the form of a loss of
competitive advantages vis-a-vis trade competitors, labor
unions (with a consequent effect on wage demands), or foreign
enterprises. The costs to the users of information, over and
above those costs that preparers pass on to them, are mainly
the costs of analysis and interpretation and may include costs
of rejecting information that is redundant, for the diagnosis
of redundancy is not without its cost”.
Accordingly, I believe it is a fair assessment of the FASB’S
protocol for the promulgation of professional standards that
disclosures should only be required if, in the Board’s judgement,
the benefits of the disclosures justify the related costs.
I submit that the financial community which is responsible for the
preparation of financial statements and the members of our
profession which must comply with professional standards in
evaluating the efficacy of such statements, are entitled to
something more substantial than ”a belief” particularly in light of
the very burdensome and subjective standards of the Draft SOP.
Perhaps Ac SEC should consider public hearings, a pilot study,
field testing or some other form of experimentation prior to the
issuance of this new standard.

MRWeiser&Co.
Mr. Frederick Gill
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Many smaller non-public entities are able to satisfy the conditions
of their lending institutions and other creditors by furnishing
them with reviews and compilations rather than audits.
To the
extent that the disclosure requirements of the Draft SOP would also
apply to reviews and compilations, the smaller entities would be
disproportionately disadvantaged.
These entities often can only
afford to employ smaller and sometimes unsophisticated accounting
and bookkeeping staffs.
We believe that given the complexity and
the very subjective nature of the to be required disclosures, such
staffs will be unable to cope with these matters.
The relative
increase
in
cost of
these
additional
disclosures will
be
proportionately greater for small companies than for larger
companies. The burden of compliance will then be passed on to the
accounting practitioners and possibly erode already slim engagement
profit margins.

Smaller companies will also find compliance more of a challenge
than larger companies with often vastly greater resources and
fiscal stability in that such smaller companies' threshold for the
required disclosures based on the "reasonably possible" criteria,
will be particularly low.
These entities are also subject to a
greater range of the risks and uncertainties contemplated by the
Draft SOP.
Accordingly, the audit procedures necessary to obtain
and display the relevant information will be proportionately
higher.

The Draft SOP Will Exacerbate The Litigation Hazards Facing The
Accounting Profession
The very broad and fuzzy standards contemplated by the Draft SOP
will be found to be a fertile field for the plaintiffs bar.
The
excruciating litigious environment confronting our profession
exposes practitioners to grave consequences for failure to comply
in the strictest sense to meet disclosure requirements.
Many of
the disclosures are essentially prospective in nature yet auditors
are being asked to attest to such assertions.
This goes well
beyond what the SEC requires publicly-held companies to disclose in
the Management's Discussion and Analysis section of registration
statements and periodic reports - and that information is not even
required to be audited.
If Ac SEC is indeed wedded to these selfdestructive requirements, then I suggest that the Auditing Standard
Board be asked to develop implementation procedures to be
performed to determine the completeness of the disclosures.

MRWeiser&Co.
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Ac SEC Is Exceeding Its Charter By Addressing Such Broad Based
Disclosure Requirements
We question the appropriateness of the issues raised in the Draft
SOP as falling within the purview of Ac SEC’s mission statement.
To date, the majority of the SOP’s issued by Ac SEC have been
limited to reasonably narrow and industry specific issues such as
software revenue recognition, real estate syndication income and,
colleges and universities. The broad-based disclosure requirements
proposed by the Draft SOP and its almost universal applicability,
would seem to warrant this matter being placed on the agenda of the
FASB and the GASB given their protocol of extensive due process.

The above represents our comments on the Draft SOP. We would be
delighted to discuss them with you or representatives of the
Accounting Standards Executive Committee and/or representatives of
the Risks and Uncertainties Task Force.
Sincerely,
M.R.Weiser & Co.

David Boxer
Partner
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Senior Vice President
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August 16, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, N.Y. 10036-8775
Dear Mr. Gill:

J.P. Morgan & Co. is pleased to have the opportunity to provide comments on the AICPA's
proposed Statement of Position (SOP), "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility." We support enhancements to financial reports that
provide information that would allow financial statement users to identify and assess the risks
and uncertainties that could significantly impact the amounts reported in the financial statements.
We believe the thrust of the disclosures proposed under the SOP would be valuable and
informative for nonpublic companies; however, they should be conformed more closely with the
already comprehensive disclosures presently required in financial statements issued by
companies subject to the Securities and Exchange Commission's (SEC) reporting requirements
under Regulations S-X and S-K. The SOP's requirements should result in consistent disclosures
among SEC and non-SEC registrants and among related industry groups.

We caution, however, that the proposed disclosures are too far reaching in scope. Specifically,
we believe that current disclosures made pursuant to SEC regulations provide sufficient
information to allow financial statement users to identify and assess the risks and uncertainties
that could significantly impact the amounts reported in the financial statements. The proposed
disclosure requirements are more onerous than current SEC guidelines that require public
companies to make disclosures based on information that is "...available to the registrant without
undue effort or expense..." and then only for "...known trends, commitments, or events... ." We
concur with the minority view expressed in the SOP that the proposed disclosures are virtually
"...unlimited in scope..." and "...place[s] an unreasonable burden on the preparers and
independent accountants to obtain and analyze a broad range of information that would have to
be considered for possible disclosure... ." Given the subjective nature of many of the proposed
disclosures, it would be difficult, time consuming, and expensive for the preparers and auditors
to determine whether the disclosures are complete.
In this regard, we believe that the term "reasonably possible," as it is currently defined in the
SOP, is too broad and will require an entity to report all events that could have a material impact
on its financial statements unless it can state that the likelihood that the event will occur is
remote. Since it is often difficult, if not impossible, to conclude that an event is remote, we
believe that if the criteria is not reevaluated it will result in voluminous disclosures that will
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neither benefit users nor add value to the financial statements. Consequently, we recommend
that the AICPA reconsider this element of the proposal and develop more restrictive criteria that
will result in more useful disclosures.

We believe that the proposed disclosures should not be included in the audited financial
statements and agree with the view expressed in the Executive Summary of the Association for
Investment Management and Research (AIMR) Report on Financial Reporting in the 1990s and
Beyond that "...forecasts of the future and similar material enhances the financial report
usefulness, but must be separated from and not confused with the financial statements
themselves... ." The proposed placement of the disclosures within the audited financial
statements blurs the distinction referred to in the AIMR Executive Summary and may confuse
typical readers who are accustomed to finding factual information within the audited financial
statements and more judgmental and analytical disclosures included in Management's Discussion
and Analysis (MD&A). Furthermore, the proposed placement of the disclosures may prevent
management from elaborating on certain judgmental items, inhibit management from providing
supplementary disclosures that can often provide users with insights not otherwise available, and
since the disclosures must be audited, may lead to increased use of "boilerplate" language.
Numerous pronouncements and other authoritative guidance have been issued in the past few
years that have expanded disclosures made in the audited financial statements, while other newly
issued pronouncements will increase disclosures in the future. We recommend that the AICPA
closely evaluate the effectiveness of these pronouncements, ascertain what additional disclosures,
if any, are warranted, and incorporate such requirements into the proposed SOP.
Our comments are more fully discussed in the attachment to this letter.

Please contact me at (212) 648-9195 or Linda Bergen (212) 648-9171 with any questions or
comments, or if you wish to discuss any items in greater detail.

JPMorgan
Attachment
Page 1

Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility

General
•

We believe that the proposed disclosures based on information "of which management is
reasonably expected to have knowledge" should not be presented in the audited financial
statements, because users may have the erroneous impression that the financial statement
disclosures reflect all the risks and uncertainties facing an entity, rather than clarifying the
inherent limitations of the financial statements. It is stated in Paragraph 21 of Appendix B that
many users "...often assume an unwarranted degree of reliability in financial statements..." and
that one of the SOP's objectives is to provide disclosures that will "...help dispel such
erroneous assumptions." However, we believe that if the proposed disclosures are presented in
the audited financial statements, the result will be the reverse of the objective stated in
Paragraph 21.

Certain Significant Estimates
•

We are concerned that if entities are required to present information about significant estimates
under the "reasonably possible" criteria as proposed, the preparers and independent
accountants may not be able to ascertain whether all the risks and uncertainties are known and
consequently if the disclosures are complete. This may result in unnecessary disclosures made
solely to protect the preparers and auditors from challenges based on hindsight knowledge and
would serve only to clutter the financial statements, making it difficult for users to distinguish
the factual, probable, and useful information from the hypothetical disclosures.

•

The SOP proposes a discussion and quantification in the notes to the financial statements of
the near-term effects on the financials when there is both a reasonable possibility that estimates
used to prepare the financial statements will change in the near term and that the effect of the
change would be material to the financial statements. There will always be a "reasonable
possibility " that estimates used by an entity functioning in a competitive environment will
change in the near term. A requirement that all potential near-term effects of changes in such
estimates be disclosed in the financial statements may be alarmist and subject preparers and
auditors to the charge that they should have known a change in estimate was reasonably
possible any time a subsequent change occurs.

Financial Flexibility

•

The proposed disclosure about financial flexibility would require an entity to disclose the
courses of action it would take if it is reasonably possible that it could not meet its short-term
obligations without taking certain actions, such as renewing existing credit agreements. As
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discussed above, we believe that the "reasonably possible" criteria is too broad and that the
AICPA should refer to the existing accounting literature and SEC regulations in developing
more restrictive criteria. We believe that current disclosures made by public companies
pursuant to MD&A rules (Reg. S-K Section 229.303) provide adequate information related to
an entity's liquidity, capital resources, and results of operations.
Current vulnerability due to concentrations

•

We believe that this type of disclosure will unnecessarily alarm financial statement users.
Furthermore, existence of significant concentrations and exposure amounts by customer,
industry, geographic region, etc. are currently required to be disclosed under SFAS Nos. 14

and 105.

Nature of operations
•

While we support a requirement to describe the operations of an entity, we believe that
requirements for additional disclosures will be redundant for public companies that currently
provide such information in the "Description of business" pursuant to SEC Regulation S-K
Section 229.101.

Use of estimates in the preparation of financial statements
•

This disclosure is currently made in both the report of independent accountants and
management's report on responsibility for financial reporting. As such, this proposed
disclosure will be redundant and may lead to more "boilerplate" language.

PENNSYLVANIA INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
1608 Walnut Street, Third Floor • Philadelphia, Pennsylvania 19103-5445 • (215) 735-2635 • FAX (215) 735-3694

August 13, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft on Proposed SOP - Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

Dear Mr. Gill:

The Pennsylvania Institute of Certified Public Accountants (PICPA) appreciates the
opportunity to comment on the Exposure Draft ("ED") of the above referenced Proposed
Statement of Position ("SOP"). This letter was prepared by the PICPA’s Accounting
and Auditing Procedures Committee (the "Committee") and represents the consensus
of the Committee which is not necessarily the view of any individual member.

We commend AcSEC in its effort to identify areas of potential concern to financial
statement ("F/S") users by issuing this ED.
Apparently, this SOP is intended by
AcSEC to further close the "Expectation Gap" between the information provided by
F/S preparers and the information desired by F/S users in making their investment,
financing or other business decisions related to the reporting entities. However,
the Committee believes that this SOP, if issued in its present form, may not close - and may actually widen — the Expectation Gap.
In fact, some, if not much, of the disclosure information proposed in the ED is
currently required for enterprises regulated by the Securities and Exchange
Commission ("SEC"). However, the Committee is deeply concerned about the breadth
(scope) and depth (content) of this SOP, not only for large SEC clients with
financial reporting departments solely devoted to such matters but more particularly
to smaller, non-public businesses who are already over-burdened by the reporting
requirements of a myriad of regulatory agencies in addition to the financial
reporting requirements of the FASB and AICPA. Notwithstanding our overall concerns
with the potential impacts (both financial and psychological) of the SOP on both
public and non-public companies alike, we offer the following comments in response
to AcSEC’s request for comments on specific aspects of the ED.
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COST

AcSEC has apparently concluded that the "additional" cost of compliance with the
SOP is not significant. On what basis was that conclusion reached?

The Committee members were unanimous in their belief that the proposed disclosures
would add substantially to the cost of reporting on the F/S of closely-held
businesses.
It is estimated that the additional costs could be as high as 10-20%
on compilation and review engagements. Apparently, AcSEC perceives that all clients
prepare and submit a complete set of financial statements with appropriate note
disclosures and related supporting schedules to the CPA to enable the CPA to merely
complete the requisite compilation, review or audit procedures and issue the report.

This rarely occurs for many, if not most, small business enterprises; therefore,
this additional burden would fall squarely on the shoulders of the CPA. The SOP’s
provisions would have the dual effect of increasing both the cost to the client
(particularly in compilation and review engagements) and the risks to the CPA.
Consequently, the Committee concurs with the conclusions of the Minority View
opinion expressed on page 19 of the ED.

SCOPE
The ED proposes to include all entities issuing GAAP F/S.
As noted above, the
Committee believes the reporting requirements would be particularly onerous to
smaller enterprises, in general, and not-for-profit organizations ("NPOs") and many
local governmental agencies, in particular.
NPOs and governmental agencies have
already experienced increased audit costs associated with the implementation of
Government Auditing Standards (OMB Circulars A-128 and A-133) at a time when funding
sources have declined dramatically.
Consequently, they could ill afford the
additional costs of increased reporting requirements at this critical juncture.
Therefore, the Committee believes that, if adopted, the SOP should not apply equally
to all reporting entities. As AcSEC points out in the ED, the first two disclosures
are relevant for most enterprises and not particularly onerous to implement.
Consequently, the Committee would not object to their applicability to most
reporting enterprises.
If these two requirements are adopted for all reporting
entities, the Committee believes that management’s responsibility for estimates
should also be included in the accountant’s report for compilation and review
engagements similar to that currently included in audit reports.
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SCOPE (Continued)
On the other hand, the three remaining disclosure requirements would be onerous to
many, if not most, reporting entities, as well as difficult and/or costly to
implement.
Therefore, the Committee believes that certain entities should be
excluded from those requirements as presently drafted. Because of the regulatory
scrutiny focused on financial institutions (banks, S&Ls and credit unions) and the
stringent audit requirements for NPOs (under Circular A-133) and state and local
governments (under Circular A-128), the Committee believes those entities should
be excluded from the scope of the SOP.
Additionally, the Committee believes that privately-held (non-SEC) businesses should
be excluded for the reasons expressed previously. Alternatively, the implementation
date for non-public companies could be delayed for a period of years to permit the
FASB to evaluate the disclosures of publicly-held companies before subjecting nonpublic companies to the same stringent reporting requirements of publicly-held
enterprises.
(Recent examples of the dual effective date principle are FAS Nos.
87 and 106.)

A second alternative for exclusion would be to establish a minimum size test, for
example, $100 million in assets or $50 million in net revenues.
This exclusion
would be based merely on size, regardless of whether the reporting entity was a
public company or closely-held business on the presumption that small publiclyheld companies have no technical accounting personnel or staff to effectively deal
with such matters.

VULNERABILITY DUE TO CONCENTRATIONS

Both FAS Nos. 14 and 105 contain requirements for disclosure of risk concentration.
The Committee believes that these standards provide adequate guidance regarding
concentration of risk. Furthermore, the SOP disclosures concerning vulnerability
appear to be much more specific - and proprietary - than FAS Nos. 14 and 105.
Consequently, the Committee is concerned that disagreements between accountants and
their clients may be more frequent as clients object to the disclosure of
information that they believe to be proprietary and/or irrelevant to anyone other
than their competitors.
Additionally, FAS No. 105 has been effective for a relatively short time (vis-avis FAS No. 14); therefore, the imposition of "additional" risk concentration
disclosures at this time might lead to more confusion than clarity in the eyes of
F/S users. Also, it should be noted that the major customer/supplier disclosures
under FAS No. 14 were eliminated in FAS No. 21 for non-public companies. (However,
the economic dependency provisions were retained.) Obviously, the FASB recognized
the reporting differences and, thus, needs of F/S users between public and nonpublic companies.
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DEFINITION OF "SEVERE IMPACT"

Some years ago, in an effort to define the term "materiality," the FASB issued a
300 page Discussion Memorandum to serve as a basis for developing a definition of
materiality in professional standards. However, accounting is an art not a science,
and materiality is a matter of professional judgment and is not specifically defined
in professional standards (although materiality is discussed in FASB Concepts No.
2). It is, therefore, unlikely that the accounting profession will have any greater
success in defining "severe impact" and almost certainly will have far more
difficulty in implementing it as proposed in the ED.
By establishing the "point of severe impact" AcSEC appears to be establishing
requirements for disclosure that precedes a going-concern opinion. The Committee,
on the other hand, believes that the provisions of SAS No. 59 and SSARS No. 7 are
adequate guidance in this area, because the CPA is obligated to assess both the
possibility of going-concern and the disclosures related thereto.
More
specifically, a CPA can perform a going-concern assessment and conclude that "going
concern reporting" is not required, but conclude that additional disclosures by the
reporting entity are needed to prevent the F/S from being misleading.
Certain Committee members would be happy to provide to AcSEC practical examples of
"real-life" situations and the disclosures included by the reporting entities at
the request of their CPAs.
Thus, it is the Committee’s belief that the issue of
uncertainty is being dealt with in the practical world, and no additional require
ments are needed.

OTHER MATTERS
In addition to the comments specifically requested by AcSEC, the Committee has the
following comments and concerns:

1.

Legal Exposure to CPAs
The Committee is deeply concerned about the risks to CPAs for either (1) the
failure of the reporting entity to identify such risks or to error in
estimating such risks or (2) the "failure" (in hindsight) of the CPA to
properly assess management’s assertions and estimates of such risks.
Consequently, the Committee concurs with the Minority View opinion expressed
on pages 18 and 19 of the ED.
Specifically, the Committee is concerned that the disclosures required by the
SOP will be viewed as a "disclosure checklist" and that any F/S or report not
containing such disclosures will be considered a "de facto" substandard report
by users. Thus, the "Expectation Gap" may be widened rather than narrowed by
the issuance of this SOP.
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OTHER MATTERS (Continued)

2.

Current Professional Standards

The
Committee
believes that
current
accounting standards
(including
specifically FAS Nos. 5, 14 and 105, among others) and current auditing
standards (including specifically SAS Nos. 19, 21, 32, 47, 53, 57 and 59, among
others) provide adequate "guidance" for the matters covered by the ED.
Consequently, the Committee does not see a need for additional requirements.
On the other hand, the Committee believes that the examples provided in the
ED may be useful in applying existing standards and would urge AcSEC to issue
such examples as "implementation guidelines" rather than "standards of
reporting."

3.

Compliance Methodology
Unlike some existing standards, such as SAS Nos. 55 and 57, the SOP provides
no
definitive
methodology
for
complying
with
the
SOPs
provisions.
Consequently, the Committee concurs with the Minority View opinion expressed
on page 19 of the ED.
Alternatively, the SOP, if adopted, should include
specific guidance on "how to" comply with the SOP and illustrations of possible
disclosure under various scenarios.
Additionally, the SOP should provide
further guidance to accountants on the level of "evidential matter" necessary
to comply with the SOP.

In conclusion, the Committee believes that, although the SOP may, in some
circumstances, provide useful guidance to management in drafting financial
statements and to CPAs compiling, reviewing or auditing such financial statements,
the establishment of specific standards in these areas is dangerous and could
produce unforeseen consequences, when evaluated in hindsight.
Therefore, the
Committee objects to the issuance of this ED in its present form.

We would be happy to discuss our views further with AcSEC.

HENRY W. FARNUM, CHAIRMAN
PICPA Accounting and Auditing
Procedures Committee

National Association of State Comptrollers
August 18, 1993

Frederick Gill, Senior Technical Manager
Accounting Standards Division. File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
On behalf of the National Association of State Comptrollers (NASC), 1
am pleased to submit to you these comments regarding the AICPA exposure
draft (ED) of the proposed statement of position (SOP) Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility. Because of the
nature of our members' experience and expertise, they have reviewed the ED
chiefly from the perspective of its applicability to financial reporting at the
governmental level. A substantial majority of our responding members do not
support this ED, and almost half explicitly stated their support of the minority
view that this proposed SOP should not be issued It is also the view of our
association that if this proposed SOP is issued, (1) it should not apply to
governmental entities, and (2) the required disclosures should not appear in the
financial statements themselves, but in a transmittal letter or separate section
which is not subject to audit.

Problems with significant estimates, concentrations, and financial flexibility

The first two areas described in the ED. nature of operations and the
use of estimates in the preparation of financial statements, meet with general
approval by our members, in large part because we already have experience
with them. Several of our members noted that a description of the nature of
their operations was included in the transmittal letter of their Comprehensive
Annual Financial Report (CAFR), and others commented that reporting
standards already exist regarding the use of accounting estimates. A majority
of our respondents, however, do not support the proposed standards regarding
the reporting of certain significant estimates. current vulnerability due to
concentrations, and financial flexibility. They object to the inclusion of such
information on the basis of (1) it's ambiguity and subjectivity , (2) it's
placement in the financial statements and consequent association with an
independent auditor, (3) it's applicability to governmental entities, and (4) it's
cost, which is expected to far exceed any benefit gained

Relmond P. Van Daniker, Executive Director for NASACT. 2401 Regency Road. Suite 302.
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Nearly half of the state comptrollers who provided comments about this ED stated that the
proposed standards were too broad, ambiguous, or subjective. One state commented, "...much of the
disclosure would either be a very high level, and seem vague; or could be at a low level and so
voluminous that it would be meaningless." Other states concluded that subjectively forecasting
probabilities within the financial statements would jeopardize the reliability and comparability of those
statements, thereby compromising two of the basic characteristics of financial reporting (GASB
Concepts Statement No. 1, Objectives of Financial Reporting, para 64 and 68). There seemed as well
to be a general consensus that some of the terms used in these three provisions are unclear, that much
"considerable judgment" (para 29) would be necessary , and that the resulting disclosures in the
financial statements would be extremely confusing to their readers.

A concern about the degree of subjectivity of the information which would result from the
proposals in this SOP led several of our respondents to provide thoughtful comments about the
different roles of financial reporting and financial analysis. One respondent noted, "Financial
statements present historical data... The notes should not contain projections or predictions about the
future. While such information may be of importance to financial analysts and others, they are
management's opinions and should not be mingled with past data." Another agreed that forming
expectations and making predictions are "a function of financial analysis and not of financial
reporting. Financial reporting is but one source with which users can extrapolate information to make
decisions... Providing this ty pe of information is beyond the scope of financial reporting and is better
left to financial analysts."
Similar concerns about subjectivity of information caused several states to object to placing
the information in the financial statements themselves. "It is essential that information included in the
footnotes to the financial statements, and therefore subject to audit, be financially objective. The
subjectivity of the information required by this ED makes it extremely difficult to be included in the
financial section of the CAFR." Some of these disclosures, of course, are already reported in states'
CAFRs, in the transmittal letters or in the supplemental financial data at the end of the reports. We
consider it important that judgements and predictions about the future be reported outside the financial
statements in order to maintain the integrity of the financial statements and to separate the independent
auditor from any association with those judgments and predictions. "The SOP's provisions would...
place the independent auditor in the precarious role of attesting to the soundness of the preparer's
judgment on the likelihood of certain conditions and/or events," in the view of one state comptroller.
Another noted that "the vagueness and subjectivity of the required data would place the preparers and
auditors at a high degree of risk of third-party criticism and litigation." Yet another found "the
proposed SOP to be somewhat ambiguous and so broad that it will be difficult to develop supporting
documentation or disclosure... We have concerns that this type of disclosure requirement will put us
in a position of never being in compliance."
In addition to the above concerns, a significant number of our members stated that the
proposed SOP should not be made applicable to governmental entities. Of course, most of these
respondents do not favor the adoption of these standards for any financial reporting. A few, however,
concede the possible need for these types of disclosures among entities in the private sector, where the
footnotes to the financial statements are "much more condensed". Several states observed that review
by the Governmental Accounting Standards Board should be necessary before the applicability of
proposed standards to governmental entities can be determined. Several other states emphasized the
essential difference between the public and private sectors; one observed, "With very rare exceptions,
the "going concern" question does not arise with governments. Oversight bodies, investors and other
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interested CAFR users do not make decisions based upon whether the government unit in question
will be in business next year. As a result, the major thrust of this SOP simply does not apply to
governments. We truly are different from the private business community ."
While about half of our respondents explicitly stated their support of the minority view, some
made additional comments about cost-benefit considerations. There was especial agreement with the
objections to the SOP discussed in para 32 (c) concerning the heavy economic burden. One state
observed that the proposed SOP "mandates a nearly open-ended list of risk possibilities to be studied,
evaluated, reported, and then audited..." resulting in a cost-benefit ratio so negative "that it would be
insupportable by any reasonable person." Other states noted that the nature of state government, with
its many departments and agencies and different levels of management, precludes the collection and
analysis of information which this ED requires at anything less than a prohibitive cost.

Responses to particular requests for comments

Most of our respondents addressed the six areas which the Accounting Standards Executive
Committee particularly asked that we review. For your convenience, we will provide those comments
here, or refer to comments made above.

1.
Scope. This issue has been discussed above. Generally, we do not believe that this proposed
SOP should be issued, but if it is, it should not be made applicable to governmental entities. We do
not believe that most of its provisions are relevant to government, and consequently the costs of
gathering the additional information will and must outweigh the benefits.
2.
Disclosure of factors related to certain significant estimates. If the SOP is adopted, we favor
encouraging rather than requiring the disclosure of factors which cause an estimate to be sensitive to
material changes. Concerns about proprietary or confidential information are not particularly relevant
in the governmental sector, but certainly may be in the private sector. One of our members also
suggested replacing the phrase "near-term" with the phrase "short-term", an established usage which
both accountants and users of accounting information already understand.

3.
Current vulnerability due to concentrations. This provision of the ED provoked strong
objections among our members. Since this particular disclosure depends upon the rendering of two
terms, "reasonable possible” and "severe impact", which require a great deal of judgment and
interpretation, it is likely that problems regarding vagueness and subjectivity will arise. More
guidance in the applications of the term "severe impact" is needed. We do not believe that this
disclosure is applicable to or appropriate for governments. The ED states that the "nature of
governmental entities also makes them susceptible to concentrations of legally required expenditures"
(para 24) but the very environment in which a government operates might be a "concentration". "Is it
always considered reasonably possible that the economy will take a down turn and, therefore, create a
revenue impact? Is it always considered reasonably possible that a large employer or an industry will
scale back and create revenue shortfalls or increased expenditures such as unemployment benefits?
...The disclosure of this type of information seems to have little value." In addition, government
statutes might preclude this type of disclosure, for example, the identification of individual taxpayers.
State comptrollers observed that a great deal of information about revenue sources, taxpayers,
grantors, investments and indebtedness is already included in state CAFRs. As noted above, the
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"going concern" issue is not particularly relevant in the governmental sector. Also, several state
comptrollers took particular objection to footnote 12: "If the Federal government is a grantor and the
program is ongoing and budgeted for in the current year, I don't believe that it is always reasonably
possible a grantor' will be lost. This requirement is much too strict."

4.
Financial flexibility. Although they do not support the issuance of this proposed SOP, many
of our members do cash flow forecasts and view them as a valuable management tool. Several who
do not, however, maintained that this requirement would impose a substantial economic burden upon
state governments. One state also raised questions about what "reducing or eliminating services or
programs" and "deferring maintenance" might mean in the governmental context. There is never
sufficient funding to provide the optimum level of education, welfare, health services, road
maintenance, etc. Are services reduced if the funding level remains constant but a smaller number of
eligible clients are served? At what level would deferred road maintenance require disclosure?

5.
Placement of disclosures. Because of the broad, vague and subjective nature of these
disclosures, we believe that it is inappropriate to include them in the financial statements and to
require direct independent auditor association with such information. This problem is one of the key
reasons why we do not support the issuance of this proposed SOP, as we have discussed above.
6.
Range of risks and uncertainties. We believe that the guidance in this ED is insufficient and
that the proposed standard would be very difficult to implement. We maintain that the last three
disclosures particularly are too broad and vague, and that none of these disclosures should be made
applicable to governmental entities by the issuance of this SOP. One of our members observed that
the world is full or risks and uncertainties, and that "these disclosures are unlikely to benefit the
uninformed user and will only repeat what an informed user already knows."

The National Association of State Comptrollers appreciates the opportunity to review and
comment upon this document. Should you have any questions about our remarks, please feel free to
call me (205-242-7063) or Pat O’Connor of the NASC staff (606-276-1147).
Very truly yours,

Robert L. Childree, President

copy:

James Antonio, Chairman, Governmental Accounting Standards Board
David Bean, Director of Research, Governmental Accounting Standards Board
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August 9, 1993

Mr. Frederick Gill

Senior Technical Manager
Accounting Standards Division

American Institute of Certified Public Accountants

1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:

We are pleased to submit our comments on the proposed Statement of Position,
"Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility" (the
ED).

General

We agree with a general premise that financial reporting could improve by expanded
disclosures of uncertainties, risks and financial flexibility. We also believe, however, that

any disclosure standards in these areas, considering the litigious environment in which we
practice, must be clear and practical to minimize unrealistic expectations by creditors,
regulators and investors. We are concerned that the subjective nature of the ED's

disclosure requirements in certain areas could make auditor/accountant association

difficult and could, with the benefit of hindsight, lead to significant second guessing by
users. We question the cost/benefit of some of the disclosures especially for nonpublic

entities. In addition, we believe AcSEC should consider delaying the issuance of any
guidance on risks and uncertainties until it can be reconciled with the final
recommendations of the AICPA's Special Committee on Financial Reporting.

Reasonably Expected to Have Knowledge Of

We are especially troubled by the language first introduced in paragraph 13, and repeated
in paragraphs 22 and 26, that indicates the disclosures should be based on information "of
which management is reasonably expected to have knowledge." We are unclear how an
auditor would be able to obtain sufficient competent evidential matter to satisfy the

completeness assertion related to this criteria. Auditors, to a large degree, must rely on

management to represent that they have disclosed all information. Having a criteria which
goes beyond what management actually has knowledge of, which they have represented to

the auditor, and into what management should have known is asking the auditor to
possess the same level of knowledge as management. At a minimum, this is unrealistic
considering the auditor does not possess management's knowledge of the entity and,

therefore, equivalent means to determine what management should have known. More
importantly it promotes second-guessing about what the auditor should have done to

determine what management should have known.
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The same concern exist for financial statements on which an accountant is engaged to
review or compile. When reviewing financial statements, an accountant is required to

perform inquiry (with the entity's personnel) and analytical procedures to provide a

reasonable basis for expressing limited assurance that there are no material modifications
which should be made to the financial statements. We are unclear as to what inquiries

could be made of management to determine what they should reasonably know. We have

similar concerns for compiled services.

The Statements on Standards for Accounting and Review Services provide an option for
the compilation of financial statements that omit substantially all disclosures. We are
concerned that, rather than risk second-guessing with hindsight or incurring excessive

unbillable costs to perform increased procedures in vague areas, accountants will be
forced to recommend that clients change from reviewed and full-disclosure compilation

services to compilation services without disclosures. With this change many users of
financial statements will actually receive significantly less information than currently is the

case.
Financial Flexibility

We concur with the views expressed by the minority regarding the financial flexibility

disclosure requirements identified in paragraphs 26 through 28. The low threshold for
disclosure in the ED, when it is reasonably possible that an entity will not have the ability
to meet expected cash outflows without taking action, will necessitate the preparation of
cash flow projections in situations where the entity's financial flexibility presents minimal

risk to the financial statement user. In many small businesses, cash flows fluctuate
continuously and, if necessary, the owners reduce costs by adjusting their earnings through
reduced salaries, profit sharing contributions, rent (when they own the operating facility),

etc. This situation has no impact on the ability of the business to meet their scheduled debt

payments. The additional costs necessary to prepare cash flow projections exceed any
benefit derived from a disclosure of the obvious.

We believe consideration should be given to redrafting the financial flexibility section of
the ED to require disclosure in situations which correspond to SAS No. 59, i.e. when
there is substantial doubt about the entity's ability to continue as a going-concern for a

reasonable period of time (not to exceed one year beyond the date of the financial
statements). Paragraph 10 of SAS No. 59 discusses information that might be disclosed in
these situations. Paragraph 11 of the same document provides suggested disclosures
when going concern was initially considered but alleviated. These paragraphs are
essentially accounting guidance that should be included in accounting literature and not

auditing literature. We recommend the financial flexibility section of the ED be rewritten
with SAS No. 59 thresholds and corresponding required disclosures.
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Nature of Operations/Use of Estimates

We believe the disclosure required by paragraph 10 regarding nature of operations
provides useful information to present and potential creditors and investors without

imposing an undue cost burden on reporting entities. Likewise we do not object to the

disclosure in paragraph 9 regarding use of estimates in the preparation of financial
statements.
Special Committee on Financial Reporting

We understand that the AICPA's Special Committee on Financial Reporting (Special
Committee) has also concluded that financial statements should include improved

disclosures related to risks and uncertainties. From our understanding, however, their
tentative conclusions do not parallel the requirements in the ED. The filters for

determining when the disclosures are necessary and what the disclosures would consist of

are not necessarily consistent with the ED.

Disclosures related to measurement

uncertainties would be required in general purpose financial statements but those related

to opportunities and risks would only be required in a more extensive comprehensive
annual financial report.
If this ED goes forward as drafted, the Special Committee's final recommendations will

likely be issued prior to it's effective date. Again, we believe AcSEC should delay
issuance of any document related to risks and uncertainties until the conclusions can be

reconciled with those of the Special Committee. Issuing guidance that would quickly
require revision will only confuse preparers and users of financial statements and does

seem prudent considering the potential for increased liability risk by accountant/auditor
association with the disclosures.

Scope
As indicated, we feel the ED should be delayed. However, if AcSEC goes forward with

this project as drafted, we feel, at a minimum, the scope should be revised to exclude
nonpublic enterprises as defined in FASB Statement No. 21, Suspension of Reporting of
Earnings Per Share and Segment Information by Nonpublic Enterprises.

The FAS 21

exclusion has precedence and is easily understood. We question the practicality of the
"public accountability" definition for scope introduced in the ED. Such a concept would
undoubtedly result in varying interpretations among similar entities and necessitate

continuing clarification.
Nonpublic entities will incur significant costs to develop the information to determine

whether many of the disclosures required by the ED are necessary since they do not have
the systems, personnel and resources in place to automatically provide such information.
We have no indication that users of the financial statements of nonpublic entities consider
these type of disclosures essential since, in many instances, they would be obvious,
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irrelevant and redundant. Therefore, the costs incurred to develop the disclosures far
exceed any benefits derived especially considering users have the ability to obtain such

information upon request.
We appreciate the opportunity to present our views on the ED and would be pleased to
discuss any aspect of our letter with AcSEC or its staff at your convenience.

Very truly yours,
CLIFTON, GUNDERSON & CO.

Mr. Carl R. George

Managing Partner

Clifton,
Gunderson & Co.

MASSACHUSETTS SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS, Inc.
105 Chauncy Street Boston. MA 02111

(617) 556-4000

FAX (617) 556-4126

Toll Free 1-800-372-6145

June 28, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

File 4290

American Institute of CPAs

1211 Avenue of the Americas
New York, NY 10036

RE:

Exposure Draft of Proposed Statement of Position "Disclosure of Certain

Significant Risks and Uncertainties and Financial Flexibility"
Gentlemen:
The Accounting Principles and Auditing Procedures Committee is the senior technical committee

of the Massachusetts Society of Certified Public Accountants.

The Committee consists of over

thirty members who are affiliated with public accounting firms of various sizes from the sole

proprietor to the international "big six" firms, as well as members in both industry and academia.
The Committee has reviewed and discussed the exposure draft of the proposed statement of
position "Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility".
Below is a summary of the comments and suggestions of the Committee.

It is the consensus of the Committee that the Financial Accounting Standards Board should
address these issues through the standards setting process rather than having the accounting
disclosures mandated by the American Institute of CPAs. While the information proposed to be

disclosed may be helpful to users of financial statements, we believe the cost burden to privatelyheld companies to comply with these disclosures will be excessive.
The Committee understands and, in most cases, agrees with the underlying theories behind this
Statement of Position.

We understand the desire to increase public confidence in financial

statements. However, it is the Committee's opinion that many of the proposed changes are too
judgemental and subjective. The Committee also believes that users or readers of the statements

may misinterpret some of the disclosures required which, in turn, may create a "self-fulfilling"

prophecy.

For example, should a Company be required to disclose potentially worsening cash

flows in the coming years, the Company's bank or even a vendor may react negatively to this

disclosure and, by doing so, accelerate or even create the cash flow problem. While we feel that it
is important to disclose certain known contingencies and estimates, we do not feel that accountants

should

be

required

to

project

what

the

future

holds

based

on

certain

opinions
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or scenarios. However, with this in mind, we have addressed the following issues raised by your

Committee:

1.

Should this SOP apply to all reporting entities? It is the consensus of the Committee that

this SOP, if adopted, should apply to all reporting entities regardless of the size or type of
entity.

The Committee does not believe that a distinction should be made between audits,

reviews or compilations in applying this SOP

and that the required disclosures should be

uniformly applied regardless of the level of service performed or size of Company.

2.

Should reporting entities be required to prepare cash flow forecasts in applying the
financial flexibility section of this SOP?

The Committee believes that it should not be

necessary to require an entity to prepare a cash flow forecast for the coming year.

Many

committee members voiced their concern that the smaller privately-held companies do not,
and probably could not, prepare a cash flow forecast without a great deal of assistance from a

This, in turn, creates a cost burden to the Company.

practitioner.

It is the Committee's

feeling that the exposure in taking historical information and using it to project certain

dependent conditions in the coming year greatly increases the preparer's risks for future
litigation.

We are also not sure that the SOP clarifies what type or level of work would be required by
the practitioner in using the cash flow to prepare his/her disclosure.

We believe that the

relatively low threshold, that being "reasonably possible", would create great uncertainty in

many cases.

Furthermore, under this SOP as it currently is worded, a company would

probably be required to prepare a cash flow to demonstrate that it does not have cash flow

problems.

3.

Should "reasonably possible" be used throughout this SOP? The Committee believes the
term "reasonably possible" is too low a threshold. The term appears to be too judgemental in

its application to future events, and members voiced their concern over potential disputes with
management and the fact that most practitioners will probably encourage management to

disclose more information than required. The Committee voiced strong apprehension in this

wording saying that the definition as used in FASB No. 5 does not provide enough "tangible"

guidance.
4.

Should

proprietary

information

be

required

to

be

disclosed?

practitioners use the "10% criteria" in disclosing economic dependencies.

Currently,

most

Since we believe

this to be a fair and useful disclosure, we do not believe that there should be a requirement to
disclose dependencies beyond current GAAP. Committee members raised concerns about the

fact that many small companies will be put at a competitive disadvantage if the financial gets
into the "wrong hands". We feel the current practice of disclosing a 10% or greater economic
dependency puts the user on alert that there exists a potential risk to the company.

The Committee agrees with the first two points of this SOP; that being the nature of operations
disclosure and the use of estimates in the preparation of financial statement disclosure.

believe

these

disclosures

would

be

relatively

easy

to

implement

at

a

minimal

We

cost.
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In conclusion, the Committee voiced strong apprehension in allowing this SOP to be adopted as

is. We believe it will generate as much confusion to the user of financial statements as it provides

useful information. The usefulness of the information being provided here will be too judgemental
and not based on historical facts, which we feel could only lead to broadening the expectation gap
between users and preparers.

The Committee appreciates the opportunity to have our views considered.

We hope that our

responses are helpful.

Very truly yours,

Daniel Hurley, Jr., Chairman

Accounting Principles and Auditing
Procedures Committee of the
MSCPA

/staff/jds
/mscpa

GM

General Motors Corporation

August 10, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York 10036-8775

Dear Mr. Gill:
Subject: Statement of Position, "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility"
General Motors welcomes the opportunity to respond to the proposed Statement
of Position (SOP) issued on March 31, 1993 regarding "Disclosure of Certain Significant
Risks and Uncertainties and Financial Flexibility."

GM is fully supportive of providing the financial community with reliable,
relevant and comprehensive information. We do not believe that the SOP under
discussion improves upon existing guidelines in a cost effective manner nor does it
address the economic concerns of the non-public entities which would appear to be
significantly burdened by these disclosures.
The proposed SOP extends beyond the realm of traditional historical financial
statements prepared under GAAP which can be verified and conoborated by independent
auditors in the course of an audit. The SOP would require management to disclose any
information, of which it is reasonably expected to have knowledge, and make that
information a part of the "historical" financial statements. This significantly expands
management's responsibility and also places auditors in a precarious position in
determining whether all risks and uncertainties are known and disclosed. We believe the
SOP would subject management and the auditor to increased litigation for failure to
accurately forecast possible future events. The current Management's Discussion and
Analysis (MD&A) rules provide much of this information as unaudited supplementary
information.

General Motors Building 3044 West Grand Boulevard
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The following are GM's comments regarding the five required disclosures in the

SOP:
Nature of Operations

GM believes that under certain generally accepted accounting principles,
specifically SFAS No. 14, Financial Reporting for Segments of a Business Enterprise,
publicly held entities are currently providing sufficient information regarding their
operations. In addition, MD&A provides sufficient discussion in the categories of
"Results of Operations" and "Liquidity and Capital Resources". We do not believe that
this disclosure should extend beyond that which is currently required for SEC registrants.
Use of Estimates in the Preparation of Financial Statements

We believe that adding an additional disclosure stating that estimates are used in
preparing our financial statements is redundant. Our independent auditor's report
includes typical language which states that "significant estimates made by management"
are used in our financial statement presentation and the management representation letter
tells the reader that "the statements have been prepared in conformity with generally
accepted accounting principles and, as such, include amounts based on judgments of
management." We question the necessity of another repetition as it would add little value
to the financial statements.
Certain Significant Estimates

GM does not support the disclosure of significant estimates based on the chance
of a future transaction occurring is more than remote but less than likely (reasonably
possible criteria). In addition, the SOP requires disclosure of events which management
is "reasonably expected to have knowledge". The proposed disclosure goes well beyond
SFAS No. 5, Accounting for Contingencies, and puts an extreme burden on management
of multinational corporations which conduct business in an uncertain environment. We
seriously question the merits of disclosing reasonably improbable or incorrect events
(which is another way of looking at "reasonably possible")! Such development would, in
our opinion, move the relevance of accounting backward, not forward.
SFAS No. 5 requires income statement recognition when an event is probable and
estimable. While the proposed SOP does not require an event to be quantified, disclosure
is required if any change is expected. This requirement will only cast suspicion and
magnify certain events and invite questions from investors and analysts which will
eventually require the quantification of these reasonably improbable events.
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In addition, the requirement to disclose management's plans or strategies for
improving profitability, such as revealing product planning for the future or disclosing
future sales incentive programs in GM's situation, could seriously undermine our
competitive position in the marketplace and highlight strategies to our competitors. A
logical extension of this thinking would be for corporations to next delineate their
business plans to the outside world.
In the process of complying with the proposed disclosure, management may be
put in the position of over disclosure for fear that a disgruntled shareholder will litigate
over uncertain events that management did not "predict" correctly. Even though AcSEC
states its intent in implementing this SOP is due to "worldwide economic and political
volatility", the end result is a slimmer margin of error for management and increased
responsibility for the auditors in verifying these estimates. This all equates to increased
time and costs to the preparer in terms of analysis and preparation of the disclosures as
well as increased audit fees.

Current Vulnerability Due to Concentrations
In 1990, GM adopted SFAS No. 105, Disclosure of Information about Financial
Instruments with Off-Balance-Sheet Risk and Financial Instruments with Concentrations
of Credit Risk. We question the need to increase disclosure of concentration risk in an
area that has recently been addressed. In addition, the current MD&A disclosure provides
for sufficient discussion of concentration risk. We have not received feedback from the
financial community that would indicate additional disclosures in this area are warranted.

Financial Flexibility
As stated above, GM believes that current SEC requirements pertaining to
MD&A are working well. The MD&A rules require a discussion of liquidity in all
situations as opposed to the proposed SOP which requires discussion of financial
flexibility only when an entity is in an impaired financial position. MD&A rules require
a discussion of short and long-term financial flexibility while the proposed rules pertain
only to near-term financial flexibility. Finally, MD&A rules require the preparer to
analyze liquidity from a cash flow perspective in areas such as investing, financing and
operating activities whereas the proposed SOP does not require any particular analysis or
discussion in terms of specific categories.
The current rules are providing the shareholders and financial community with
sufficient information provided on a supplemental unaudited basis. Addressing financial
flexibility in footnote disclosures would put undue responsibility on the auditor and add
significant cost to preparers.
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It is our view that this project should be delayed until the FASB completes its
project on Disaggregated Disclosures. Any attempt to require non-SEC entities to
provide additional disclosures should come from the FASB due to the broad-based nature
of the requirements and applicability to financial statements of entities among all
industries.

In closing, we urge AcSEC to carefully consider all input prior to proceeding
along the path of increased disclosures. The overall value of the added disclosures should
be discussed and debated in a broad sense and, until such time as that occurs, we believe
the disclosures required under SFAS No. 5, SFAS No. 14 , SFAS No. 105 and the
MD&A requirements under Regulation S-K are sufficient for users of financial
statements to make informed decisions. Please direct any comments in this regard to the
undersigned on (313) 556-4167.

D. J. FitzPatrick
Chief Accounting Officer
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Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
The following is in response to the proposed statement of
position, "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility" ("exposure draft").

Financial reporting is basically reporting past transactions and
other events that have already affected the reporting entity.
Financial statements are used to help make predictions about
earnings, credit risk, and stock price (or value) of the company.
This analysis should include all relevant information about the
company and the industry it operates in. Almost all the
information required by this exposure draft is already disclosed
by publicly held companies.
In addition to the SEC's MDA
requirements cited in the exposure draft, Item 101 of S-K, which
is required for Form 10-K, is a very comprehensive report of the
company and the environment it operates in.
The requirements of this proposal are very subjective, requiring
the judgement of both management and the company's auditors.
Although management routinely makes judgement decisions related
to disclosure, we do not feel such decisions should be included
as an integral part of the financial statements. This would only
expose the company's auditors to additional risk, operating
costs, and litigation. Accordingly these higher costs would be
passed on through higher audit fees without any additional
benefit or value being added to the financial statements.

Based upon the above reasons, we recommend that all publicly held
companies be exempted from this exposure draft.

Si ncerely,

c
Duane C. Williams
Director of Financial Reporting
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Mr. Frederick Gill, Senior Technical Manager

Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of Americas

New York, N.Y. 10036-8775

RE:

Exposure Draft on Proposed Statement of Position
"Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility"

Dear Mr. Gill:

In response to the above proposed SOP, our firm urges that the scope of the SOP exclude
all non-public entities and small public entities.

I apologize that we did not meet the

comment deadline, however I hope that you still have time to consider our opinion.
Kemper CPA Group consists of over 200 professionals and is one of the top 50

accounting firms. The bulk of our accounting practice consists of working with small to
medium businesses.

Our primary reasons for requesting the exclusion are: (1) the high cost of implementation
versus the benefit gained and; (2)the additional liability exposure to the entity's
independent auditors, officers and directors.

Our arguments for these views parallel

those already discussed in the exposure draft under paragraph 32 in the "Minority View"
section.
Thank you for allowing us to express an opinion on this matter.
Sincerely,

SteveSchonert, CPA
Quality Control Director

Kemper CPA Group

Firm #: 10037052
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The Institute of Internal Auditors

July 30, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290, AICPA
1211 Avenue of the Americas
New York, NY 10036-8775

Corwin N. Lott
Chairman, Professional Issues Committee

General Auditor
The Boeing Company
P.O. Box 3707, M/S 13-34
Seattle, WA 98124-2207
(206)655-6202
FAX No. (206) 544-6465

RE: Proposed Statement of Position: Disclosure of Certain Significant Risks and Uncertainties and Financial
Flexibility, dated March 31, 1993.

Dear Mr. Gill:

The Institute of Internal Auditors (IIA) normally opines on exposure drafts which have a direct bearing on the
profession of internal auditing. To accomplish this we survey the opinions of our professional committee

members and construct a response which summarizes those opinions. Because of time constraints we have
been unable to survey a large enough group of members to develop an official response; however, we did not
want to be silent on this very important issue. The attached comments, although unofficial, attempt to capture
and make available for your consideration specific concerns expressed by some of our members. We trust
that this information will be helpful to your committee in assessing the impact of this very important issue.

Comments are provided in the following order:

1)

1)

Overall Response (including criteria for evaluation)

2)
3)
4)
5)
6)
7)

Scope
Disclosures
Certain Significant Estimates
Current Vulnerability Due to Concentrations
Financial Flexibility
Placement of Disclosures

8)
9)

Range of Risks and Uncertainties
Risk and User Need for Information

Overall Response
No one can argue with the need for more or better information to mitigate the risks of investment,
lending, and other financial decisions. The SOP gives many good examples of risks in today’s
environment so there likely is a market for financial analysis information. The question is: Where
should people get this information, specifically, should it be contained in financial statements?
Criteria we used for answering this question came from (1) FASB Statements of Financial Accounting
Concepts, (2) statements by the AICPA Risks and Uncertainties Task Force contained in the SOP,
and (3) a prudent assessment of how the SOP meets the needs of both entities and users of their

financial statements.
In summary, we find the proposed disclosure requirements do not meet the criteria for information
to be contained in financial statements. As detailed below, the proposed changes extend the
boundaries of financial statements beyond their fundamental purpose as set forth in FASB
Accounting Concepts. Also the proposed criteria for disclosure are too broad to ensure reliable
interpretation and use. The risks of litigation, misunderstanding, and over-confidence by users

outweigh the perceived benefits and do not warrant a change in the fundamental Accounting
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Concepts. Alternate sources of information (as addressed in SOP paragraph B.9) should be explored
or the SOP should be revised to address these concerns.
2)

Scope
The scope is too broad because it covers all users and all entities with financial reports [3]

It does a

disservice to many users and entities to generalize their needs and environment to this degree. The
scope is also inconsistent. Users are portrayed as both ignorant of GAAP and needing a disclosure
[A. 15] yet knowledgeable enough to understand depreciation, write-downs, and net present value
[A.28]. See #8 below for further comments on the issue of scope.

3)

Disclosures
The proposed disclosure on nature of operations 110] is redundant and inconsistent with FASB
Statement No. 14 [B. 17]. Disclosure of principal markets is inconsistent with the axiom that
information provided by financial reporting pertains to individual enterprises rather than an industry
as a whole. Such disclosure requires entities to comment on the external environment (market as a
whole) rather than just its enterprise. Such disclosure risks compromising proprietary competitive

information and extends the responsibility of financial statement preparers and auditors beyond their
designated duties.
The proposed disclosure on use of estimates [11] is not needed since it is covered by FASB SFAC No.
1, paragraph 20. Choosing just "use of estimates" for disclosure risks misleading an uninformed user
(the intended audience) about other sources of risk.

4)

Certain Significant Estimates
SAS No. 57, Auditing Accounting Estimates, is already in place to mitigate the risks associated with
estimates. All estimates are subject to change; that is what makes them estimates. Despite the SOP's
qualifications about the use of hindsight to second guess management decisions [30], this disclosure
places the entity at risk of litigation if its predictions are not accurate. It would be tragically ironic if
the objective of the SOP is to reduce "user" risk but it actually increases the risk to entities and hence
to its stakeholders.

5)

Current Vulnerability Due to Concentrations

This disclosure raises two concerns. First, it is so broad that it is subject to misinterpretation by both
preparers and users of financial reports, and second, the SOP contradicts itself making interpretation

even more difficult. It first states "it is at least reasonably possible..." [20] for an impact to occur, yet
it also states this "is not a prediction with a specified probability that there will be a near-term impact"
[22]. By definition "reasonably possible" equates to some likely probability of occurrence.
Misinterpretation increases risks for both financial report preparers and users.

6)

Financial Flexibility
This item is covered by MD&A

as discussed in the SOP’s minority view [32.a]. Although SEC

regulations do not cover the same scope as the SOP, the overlap and confusion of conflicting
standards would harm SEC regulated entities and users of their financial reports. The other points in
the minority view [32] are clear and not adequately refuted by the majority statements.

1 [#] references SOP paragraph.

2 FASB Statement of Financial Accounting Concepts No. 1, Objectives of Financial Reporting by Business

Enterprises, paragraph 19.
3 SEC Regulation 229.303 - Management’s Discussion and Analysis of Financial Condition and Results of
Operations.
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7)

Placement of Disclosures
These disclosures belong in the attested portion of financial statements only if they meet the tests of
relevance and reliability.
Although some could find them relevant, it is difficult to warrant their
reliability. See #9 below for further discussion of this issue.

8)

Range of Risks and Uncertainties
We agree with the minority statement [32.b] that the requirements of this SOP are too broad. SOPs
such as 81-1, Accounting for Performance of Construction-Type and Certain Production-Type Contracts,
are more specific, i.e. covering fewer topics, users and entities. Specific SOPs do a better job of
addressing the needs of the intended audience because they are easier to consistently interpret and

apply-

9)

Risk and User Need for Information
To answer the query of where should decision makers get needed information and what belongs in
financial statements, we must return to the fundamental precept of financial reporting. "To the extent
that financial reporting provides information that ... aids in assessing relative returns and risks of
investment opportunities ... it helps to create a favorable environment for [user] decisions. However,
[users] make those decisions, and it is not a function of financial reporting to try to determine or
influence the outcomes of those decisions. The role of financial reporting requires it to provide
evenhanded, neutral, or unbiased information."
Disclosures on industry market locations, the
impact of possible future events, and the idea that financial statements should be an early-warning
system are inconsistent with the generally accepted objectives of financial reporting. Breaching the
bounds of these objectives risks losing the integrity that is the hallmark of GAAP and current
financial reporting standards — a true disservice to financial statement preparers, auditors, and users.

Respectfully submitted,

Corwin N. Lott

4 FASB Statement of Financial Accounting Concepts No. 2, Qualitative Characteristics of Accounting

Information.
5 FASB Statement of Financial Accounting Concepts No. 1, paragraph 33.
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Mr. Fred Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, New York
10036-8775

RE:

Disclosure of Certain Significant Risks and Uncertainties
and Financial Flexibility

Dear Hr. Gill:

The California Committee on Municipal Accounting (CCMA) is a joint committee
of the League of California Cities and the California Society of Certified
Public Accountants.
CCMA meets semi-annually to address issues of accounting,
auditing and financial reporting as they pertain to California governments.
At its last meeting, CCMA evaluated the exposure draft of the proposed
statement of position (SOP) pertaining to disclosure of certain significant
risks and uncertainties and financial flexibility and arrived at the following
conclusions.

The American Institute of Certified Public Accountants (AICPA) is to be
commended for its efforts in developing this exposure draft.
However, we are
concerned with the proposed guidance in this exposure draft for the reasons
discussed below and, for those reasons, do not believe this document should be
issued.
CCMA is concerned that this document sets standards that go beyond existing
generally accepted accounting principles (GAAP) and we question whether the
AICPA is the appropriate body, given the GAAP hierarchy, to be setting new
GAAP.
We believe this more appropriately falls within the jurisdiction of the
Governmental Accounting Standards Board (GASB) and the Financial Accounting
Standards Board (FASB).

As noted in the draft SOP, much of the information called for in the exposure
draft is already disclosed in a government's comprehensive annual financial
report (CAFR), either in the letter of transmittal or in the statistical
section.
Therefore, we do not believe additional disclosure requirements are
League of California Cities
1400 K Street
Sacramento. CA 95814
(916) 444-8671

California Society of CPAs
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Sacramento, CA 95814
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necessary.
In addition, CCMA is concerned that Moving this information into
the notes and requiring it to be covered by the audit opinion will be
counterproductive.
We do not believe the cost of this increased audit
coverage can be justified.
In addition, the required note disclosures are
already voluminous.
To further increase the amount of required note
disclosures will potentially obscure information that previously was more
readily available and accessible to the reader of the financial statements.
CCMA is also concerned with the requirement that the disclosures cover any
information about which management can reasonably be expected to have
knowledge prior to the issuance of the financial statements.
This is a
subjective requirement that opens the door to a much greater potential for
"Monday morning quarterbacking
*
with respect to information disclosed in the
financial statements.
Disclosure of known information is one thing,
disclosure of what is reasonably expected to have been known is another.
This
requirement changes the auditor's relationship with the financial statements
from an objective one to one that is much more subjective.

CCMA supports the minority view contained in this exposure draft and believes
these requirements are too cumbersome and subjective to be of any real
benefit, at a reasonable cost, to financial statement users.
Based on the
above, we strongly urge you to reconsider your position on this exposure draft
and not issue a final SOP.
If you have questions, please contact the undersigned.

Yours very truly,

Nick D. Rives, Co-Chair
League of California Cities
City of Inglevood
(310) 412-5257

Clyde W. Brown, Co-Chair
California Society of CPAs
Clyde W. Brown & Associates
(408) 424-2737
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Frederick Gill, Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

In response to the AICPA exposure draft of the proposed statement of position
’’Disclosure of Certain Significant Risk and Uncertainties and Financial
Flexibility”, I respectfully disagree with presenting these disclosures.
Basically, I concur with the minority views expressed in the proposed SOP.

Thank you for your consideration of my opinion.
Sincerely

Jacquelyne S. Shelton

JSS:gd

AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS

Baird,
Kurtz &
Dobson

Certified
Public
Accountants

August 17, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775

Dear Mr. Gill:
This is our response to the Accounting Standards Executive Committee’s
Exposure Draft ("ED"), Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility.

Our response to the ED is in three parts. First, we will comment on broad
issues of appropriateness and practicality of the ED. Next, we will address the
specific issues raised by AcSEC in its transmittal letter accompanying the ED.
Finally, in an Appendix, we will provide specific comments on the language in
the ED.

Broad Issues of Appropriateness and Practicality
The ED does not provide a standard capable of uniform application

The standard introduces new terms to accounting literature that are undefined
and relies on some existing terms that have had historical problems of
definition and application. Examples include:
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Suite 1400
901 St. Louis Street
PO Box 1900
Springfield.
Missouri 65801-1900
417 831-7283
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Kentucky
Missouri
Nebraska
Oklahoma
Member of
Moores Rowland
International

What is management reasonably
expected to know? Certainly management is not reasonably expected to
know "everything", so what subset of universal knowledge does this term
address? Would all preparers, auditors and users reach substantially the
same conclusion about what management should know? We doubt it, and
we believe there are notorious recent examples of financial reporting
problems in valuing inventories and recording revenues that are ascribed,
in part, to management’s lack of knowledge. We do not see in the ED
any means to evaluate consistently whether management’s lack of
knowledge would be reasonable.
Reasonably expected to have knowledge -
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- As the ED’s Appendix B points out, this term originates in FAS 5,
but in the ED the context and usage of the term has been significantly broadened.
Within FAS 5, a loss contingency is a condition in which an asset has been impaired or
a liability incurred. The ED goes much further. According to FAS 5, something is
"reasonably possible" if its chances are more than remote (which FAS 5 defines as
"slight"). So, the ED would have financial reporting disclose risks and uncertainties
matters (not just FAS 5 contingencies) that have more than a slight chance of
occurrence. Some matters can be generally viewed as only slightly possible, but these
are the extremes. Within the spectrum of normal, rather than extreme business events,
most risks and uncertainties have more than a slight chance of occurrence, even if they
are improbable; therefore, the standard does not offer a screen discriminating unique
information as proposed by the ED but, instead, sweeps a wide range of possibilities into
the disclosure requirement. We recall the problems raised in response to the exposure
draft leading to FAS 105 in applying the "reasonably possible" criterion to collection
losses and believe the issues described there that prevented a workable standard are
magnified in this ED.
Reasonably possible

- This term appears within the definition of severe impact and is
not itself defined. "Disruptive" has a Latin root meaning "to break apart" so does this
mean than severe impact is an event that would cause the entity to break apart? We do
not have a standard capable of application if the fundamental definitions are based on
undefined terms.
Financially Disruptive

Beyond definitional problems, the standard’s language depends heavily upon examples to
communicate its requirements. This is not appropriate standards writing and will lead to
confusion. Readers infer different meanings from examples. Inevitably, the examples will
assume the role of the standard which creates even more confusion. For example, if a
circumstance does not include all the elements in a given example scenario, then should the
reader assume the disclosure is not required? What is the relative weight which was intended
for each factor within an example scenario?

Examples should be encouraged in standards setting to show computations and explain how
measurements are made and disclosed, but the underlying standards should first be capable of
consistent application by preparers, auditors and users to a wide variety of transactions
without reliance on the examples. As drafted, the ED’s examples are incomplete, because
they do not discuss other applicable literature (such as industry audit guides) and the
scenarios are constructed to avoid explaining how to make "close calls". Consequently, the
message in the examples when applied to real world, "fuzzy" situations will not be generally
understood to have the same meaning. They will be analyzed and analogized in ways that
will distort rather than encourage consistent reporting.
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The ED does not provide objective financial reporting

While "soft" accounting disclosures in current financial reporting are susceptible to
management’s optimistic view, we believe that requiring listings of all significant estimate
changes, vulnerabilities and inabilities to pay which have more than slight chance of
occurrence overcompensates for management optimism. How would a user sort through all
these possible, but not necessarily probable events and understand what the financial
condition really is? Simply listing all the things that could go wrong does not, in our view,
provide "fair presentation".

The ED incorrectly assigns responsibility for analysis offinancial reports to preparers and
auditors

Appendix B makes the important point that "no system of reporting can provide early
warnings of all future detrimental events". It goes further to say "Users need to assess all
currently available information to form their own expectations about the future and its
relation to the past ... it is a function of financial analysis, not of financial reporting." We
agree, yet we find the ED is inconsistent with the need to establish user responsibility.

Financial reporting should provide objective, useful information which can be analyzed. The
ED does not provide users with more data to analyze. Instead, it provides the results of
analyses made by preparers and auditors. In our view, this will only exacerbate the weary
problem of "expectation gap". Preparers and auditors cannot do the analysis for users. If
such analyses are made, inevitably, some preparer and auditor judgements will be wrong,
and, with the existence of a standard such as the ED proposes, there will be even greater
criticisms that financial reporting failed.
What is needed in financial reporting is not the addition of internal analysis. Just the
opposite -- what is needed is clarification of what users’ responsibilities are in analyzing
financial reporting. (See comments below regarding user needs and the AICPA Special
Committee.) Users must decide what is reasonably possible and probable. If they need
more information on which to base that decision, then preparers and auditors should give that
need consideration, rather than doing the analysis for the user.
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The ED will result in higher litigation risk.

We recognize there is an argument that says litigation risk does not rise if preparers and
auditors comply with standards. That argument is simply not true. There are plenty of
quotes in newspapers from accountants saying they complied with standards, yet the
accountants are being sued and are paying settlements. The ED attempts to deflect the use of
hindsight, but the reality, in our view, is that the ED’s disclosure requirements are no more
immune to applying hindsight than financial reporting in general. The responsibility to
report everything that is "reasonably possible" to occur will undoubtedly attract litigants
using the ED as a weapon against preparers and auditors.
Some argue that the duty imposed by the ED has already been imposed by the SEC and
courts. We do not believe that the ED’s boundary is within already existing liabilities.
Certainly, for non-SEC entities the ED establishes new reporting responsibilities. Even for
SEC registrants, there is a vast difference between "known trends" and "reasonably possible"
risks and uncertainties.

In a financial reporting environment already acknowledged to be fraught with litigation
dangers, we find it bewildering that preparers and auditors would willingly increase their
exposure. We think these efforts would be much better directed toward balancing the
relationship of financial reporting and user analysis than in tipping the scales to make it even
easier to criticize financial reporting as deficient.

The ED creates significant new audit problems

Some may say that if information can be written in a financial report, then it can be audited.
In fact, however, just because something is written does not mean it can be independently,
objectively tested and an opinion rendered. There must first be criteria for testing, and the
evidence tested must meet certain minimum competence rules. The ED proposes disclosures
for which criteria are yet to be determined and for which evidence beyond management’s
assertions may be impossible to obtain. We have great concern than evidence regarding
"completeness" of disclosures will be particularly difficult to obtain. Auditors would be hard
pressed to have sufficient independent knowledge of, for example, potential technological
obsolescence, vulnerable sources of supply, and management’s expected courses of action to
evaluate management’s assertions on these matters. While there may be egregious
circumstances that an auditor can identify, in many more cases, the auditor does not have
sufficient knowledge and evidence to take issue with management’s representations on many
matters in the ED. Given the current difficulty of trying to audit circumstances against a
criterion of "substantial doubt" under SAS 59, it should be clear that expanding the criterion
to encompass anything "reasonably possible" asks more of auditors than they may be able to
provide.
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We also observe that certain significant estimates, vulnerabilities and financial flexibility
disclosures rely on information available through the issuance of the financial statements.
Since, for non-public companies in particular, financial statements are issued after audit
fieldwork, this extends the auditor’s responsibility for seeking evidence beyond the audit
report date discussed at AU 560.10, raising new questions about the dates of management’s
representations, legal representations and other "subsequent" procedures. Aside from the
inherent inefficiencies and costs of this extension, it is unclear how much auditor
investigation would have to extend through the issuance date.

The ED is likely to be inconsistent with the report of the AICPA Special Committee

The ED makes assertions about user needs in many places, yet, the findings of the AICPA
Special Committee on Financial Reporting do not support the ED’s assertions. Furthermore,
the Special Committee is likely to recommend a different approach to disclosing risks and
uncertainties than is contained in the ED. It is difficult for us to understand why AICPA
would set these efforts on a collision course. Certainly, the public perception of the result
would not be one of confidence in our profession’s commitment to meet user needs and set
standards consistent with them. While it might appear to be a political necessity to issue
"something" in light of all the publicity given the ED by AICPA, the political embarrassment
of the contradiction which would follow ought to be considered. This is clearly a cartbefore-horse problem that should be avoided by not issuing a standard before the Special
Committee’s report is issued.
Specific Issues Raised by AcSEC
Having given you our broad views, the following are our views regarding improvements
needed in the ED in response to specific AcSEC questions in the transmittal letter
accompanying the ED.
Scope

We believe that the scope of the ED should be revised to:
•

Exclude

•

Exclude

•

Exclude

nonpublic entities as described in FAS 21

small public companies that meet the small business definition encompassed in
Regulation S-B of the SEC.
not-for-profit and governmental entities
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Given our understanding of user needs for nonpublic and small public entities, there is no
significant user interest in receiving this information. Lenders to nonpublic companies may
make direct inquiries of management, just as auditors would, for any of this information they
seek. The lenders would prefer to make the inquiry rather than delegate it to the auditors.
For nonpublic companies, lenders ARE the dominant users.

For small public companies, there are users other than lenders, but realistically, those users
do not seem interested in underwriting preparer and auditor efforts to make the disclosures.
The minority view to the ED already has cited the disproportionate costs that fall on small
companies for compliance with such a standard. We agree with that assessment. Developing
a means of screening what management should reasonably be expected to know and what
would be reasonably possible to occur would require additional preparer time as well as incur
audit costs. Some argue that this information is already known; it just has to be compiled.
However, a review of the COSO recommendations finds that to provide this disclosure
requires development of a "system" first to gather the information, before analyzing and
reporting it. Also, imposing a reporting requirement could expand application of the Foreign
Corrupt Practices Act to the system for reporting such matters. So, public entities required
to make these disclosures will need to develop some systematic approach to consideration of
the requirements, information gathering, analysis and reporting. We think small public
companies should not have to bear that burden and do not have reporting experience of such
maturity to provide it reliably.
AcSEC requested specifics as to cost. We believe all the following would be some of the
direct costs of compliance:

1.

Quarterly and annual questionnaires of management personnel from the highest levels
through "middle" management to identify and track changes in:

•

Significant estimates for which the manager is responsible, along with descriptions
of changes in the methods of and factors considered in estimation.

•

Identification of concentrations to which the assigned management area is
vulnerable. Entities would have to develop internal definitions of concentrations and
severe impact for management communication purposes.

The questionnaires would likely be required prior to financial statement drafting, then
would need to be updated prior to issuance.

Significant time would be required to correlate answers and consider matters such as
concentrations that might extend over multiple management activities.
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2.

Development of budgets or more formal prospective presentations that reflect "what if
scenarios to test what would be reasonably possible. The degree of budgeting or
projecting currently in practice varies substantially, but few such systems involve
consideration of what is reasonably possible. Some have worst case scenarios, but
reasonably possible is not necessarily the same consideration.

3.

Before being reported, it is likely that disclosures of risks and uncertainties will require a
legal review for compliance with other rules. Senior management will also need to
consult regarding matters that would be discloseable except that disclosure would be
competitively disadvantageous.

4.

Auditors will need to review all the documentation created in the process, then meet with
selected managers to discuss items noted in questionnaires. Depending upon the choice
of application of SAS 57, auditors will need to either check the reporting processes used
or create their own parallel systems to challenge matters such as forecasts. In either
case, evaluations of the reasonableness of significant assumptions will be needed.

5.

Additional information gathering/verification about external concentrations will be
needed. We are unable to predict how much effort will be needed to meet a "due care"
standard in this regard.

All the foregoing was described in terms of audit engagements. While entities that engage
independent accountants to perform reviews and compilations are usually smaller and less
complex, the normal reaction of such entities to expanded disclosure is to request the
independent accountants to assist in data gathering and drafting. Therefore, while fewer
questionnaires will be needed for these entities and client personnel will rely on accountants
to make cash flow estimates, the cost of using outsiders to do the work will raise the out of
pocket portion of the costs substantially.
Perhaps, some who read the ED envisioned procedures similar to those used by independent
accountants to draft certain matters in SAS 61 letters, rather a more formal, comprehensive
process. Recognize, however, that when imposing new disclosures for which failure to
comply bears significant litigation risk, preparers and auditors will gravitate toward methods
that heavily document due diligence and care. They are expensive.
We are also concerned that the cost saving alternative some preparers and users may choose
is reporting under an OCBOA or no disclosure approach. Driving reporting to less
preferable modes is not in the profession’s or public’s interest.
Regarding not-for-profit and governmental entities, we believe the proposed disclosures are
not the relevant ones. Not-for-profit entities by definition exist in an environment in which it
is reasonably possible they will not survive. Some have significant endowments that provide
substantial protection from financial hardships, but their nature is not entrepreneurship.
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Their survival is dependent upon factors that run from social benevolence, such as churches
and charities, to private enjoyment, such as country clubs. Some of the ED disclosures may
have relevance to not-for-profits, but those disclosures do not address the essence of not-forprofit operations. It is well known that most churches have limited financial flexibility.
Making a disclosure to that effect seems pointless. It is also true that country clubs have
concentrations in golfers, but, again, that seems unnecessary to say. What IS useful to know
might be things such as the degree of retention of members or supporters, the extent to
which annual budgets have been underwritten with pledges, etc. These are matters
sufficiently different from the ED to make an exclusion appropriate so that relevant
disclosures about not-for-profits can be developed.

Likewise, governmental units, which have many attributes in common with certain not-forprofits, need separate consideration from the ED. A government, in the final analysis,
always has the alternatives of ceasing service or raising taxing. Because governments are not
yet required to comply with full accrual accounting, the notion of estimates is different than
for other entities. These and other important differences leads us to conclude that a smarter
approach for governments is to make them the subject of a separate consideration. Then
ideas, like fund accounting and tax rate limitations, can be given direct consideration rather
than being forced into some kind of analogy with the ED’s requirements.

Disclosures

Requests were made regarding whether requested disclosures might involve proprietary
information. Of course, to the extent the disclosures involve the acquisition, manufacturer or
sale of goods or services, some disclosures would involve matters that, if disclosed, would
create a competitive disadvantage. For example, if management’s plans include offering
extended payment terms to customers in order to gain market share, that would certainly
impact aspects of the ED. It is impractical to expect managements to make that or similar
disclosures. It is unclear to us what AcSEC would expect to be done when competitive
disadvantage concerns and disclosure requirements clash.

A request was included to comment on whether it is appropriate to require entities which
have not previously prepared cash flow forecasts to prepare them now in order to comply
with the ED. The question implies that a simple cash flow forecast would be sufficient to
meet the ED disclosure requirement. We do not believe it is that simple. Since the
disclosure requirement relates to circumstances when it is reasonably possible that the entity
will not have the ability to pay, the forecasting ability requires not only the expected case but
the ability to generate "what if" cases as well. To answer the AcSEC question, we do NOT
think it is appropriate to require "what if" analysis of entities who have not previously found
a need for it. If management does not use this information to manage the company, is it
credible that a user of financial reporting will be able to use such information reliably?
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Management may have arranged its finances with sufficient flexibility to meet what it
perceives as the range of probable requirements. It may have been able to do this without a
formal forecast because 1) experience may be sufficient to make the forecast informally
and/or 2) relationships with capital sources are strong enough that should additional capital
be needed it is likely to be available. To such managers, a formal forecast with "what if is
a waste of time (and auditor testing of such a forecast would be considered equally wasteful).
The important possible result of this set of circumstances is that the lenders and managers
together may conclude that the cost of the GAAP-basis audit of financial statements is not
worth the benefits. AcSEC should carefully consider whether adding to the preparation and
association burden to the extent that financial reporting costs exclude significant numbers of
entities is a major consequence of the ED.

Placement of Disclosures

Placement of the disclosures within the financial statements, thereby forcing "association",
certainly raises the potential cost of the disclosures. Further, users have observed that
having auditors associated with management discussions, such as those in Management’s
Discussion & Analysis, is NOT desirable. (This is a clear message in the user needs
research conducted by the Special Committee.) Therefore, the ED increases cost and,
according to users, is not beneficial.

Range of Risks and Uncertainties

Broad guidance, in general, is more desirable in accounting standards than detailed,
cookbook approaches. However, broad guidance must still be capable of consistent
understanding and application. Perhaps, in fact, broad guidance must be even more careful
to use crisp definitions because of the lack of details. Broad standards cannot be open-ended.
They must establish bright lines and clear boundaries. The ED does not do this. It is not a
broad standard; it is a fuzzy standard.

To Summarize

We are aware that, in the past, comment letters on ED’s have been "counted" and
summarized into overall categories regarding issuance. Therefore, if you must place our
response in a singular category, we believe that category is do not issue. We have made
many detailed comments for your consideration, and we anticipate your consideration of
each. Regardless of the improvement which changes to respond to our comments would
provide, we must also conclude that the broader issues of appropriateness and practicality
overshadow those improvements. Our view is that the basic approach of the ED is flawed,
consequently, while changes will mitigate some problems in the ED and eliminate others,
fundamental problems remain.
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We wish to be clear. We believe more candid financial statement disclosure is a worthwhile
objective that would benefit preparers, auditors and users. We do not believe that objective
is achieved by the ED. Instead, we believe the ED creates confusion and fosters irrelevant
disclosure which diminishes candor.
If you have questions regarding these comments, please contact us.

Sincerely,

BAIRD, KURTZ & DOBSON
drb

Attachment
cc:

D. Beresford, FASB
J. Antonio, GASB

APPENDIX

Specific comments on language in the ED itself

The following are specific comments on language in the ED which we believe needs
consideration. In some cases our comments reflect questions raised in our review which we
believe need resolution.
Paragraph 1

The assertion that "The volatile business and economic environment underscores a need
for improved disclosure" does not make sense. The use of "underscore" in this context
literally means that volatile environment is a result of the need for improved disclosure.
The first sentence in a standard is important because it tells WHY a standard is being
issued. This sentence which attempts to blame volatility for the need for a standard is
not convincing and is unproven in the remainder of the document. Volatility and
uncertainty are not synonyms.

"Specific criteria serve to screen the host of risks and uncertainties" is not an accurate
reflection of the standard. There are no "specific" criteria we are able to identify,
instead, the criteria are broad and tend to be inclusive rather than exclusive.
Paragraph 7

As previously discussed, we believe the definition of severe impact is dependent upon
the definition of "financially disruptive" which is not subject to a generally recognized
meaning.
Paragraph 13

The basing on information available "prior to issuance of the financial statements"
should be reconsidered in light of the extension of auditor responsibility and the
difficulty for preparers to "cutoff consideration of financial statement content and still
deal with the mechanics of issuing statements.
Paragraph 15

The list of examples does not identify the "estimate" involved in some of the items.
For example, goodwill, itself involves no estimate because it is a computed number
under paragraph 87 of APBO 16. The estimate is the amortization or economic life
assigned for purposes of amortization. The list should be revised to identify clearly the
estimate being considered.

Paragraph 17

"at the date of the financial statements" seems inconsistent with the consideration
through the date of issuance described at paragraph 13.
Paragraph 19

It is unclear why estimate of an allowance for doubtful accounts is routine while an
estimate of a reserve (not "provision") for loan losses is not routine. It is particularly
unclear why reserves for loan losses which, may be less than 2% of loan balances, are
nonroutine while allowances for doubtful accounts, which may be much larger
proportionately, are routine.

We believe this is key to understanding the weakness in the proposed disclosure. A
user of financial information is less interested in knowing what estimates are sensitive
and more interested in details related to assets/liabilities subject to estimates. For
example, a user would like to know the aging of accounts receivable and the amount
and distribution of nonperforming loans. The user can then evaluate the reported
estimate and form conclusions. That kind of reporting would avoid forcing preparers
and auditors to distinguish between routine and other estimates as well as considering
what might be reasonably possible. Of course, that would require specific disclosure
requirements in order to achieve consistency and might require piecemeal consideration
of some issues, but the result would be much more useful.
Paragraph 24

We do not understand how a "dependence on patent protection" is a "concentration".
We also do not understand what a concentration of "legally required expenditures"
means. These may be risks and vulnerabilities, but if patents and expenditures are
concentrations, then presumably many other attributes, such as having all manufacturing
plant in one location, would be concentrations as well. The marrying of a broad notion
of "concentrations" plus considerations of all things reasonably possible and an
indefinite criterion of "severe impact" leave far too much to imagination in terms of
what would be required disclosure. The footnote 11 expansion of concentrations to
include groups creates an even greater problem.
Paragraph 25

The reference is "at the date of the financial statements" but the paragraph 22 cutoff of
information to be considered is the issuance of the financial statements. As in other
places, this is a conflict which should be resolved in favor of the date of the financial
statements.

Paragraph 26

The disclosure requirement as stated masks the real difficulty which is the initial
determination of the reasonable possibilities that would lead to a lack of ability. The
threshold of "reasonable possibility" means that many different circumstances could
create an inability and the expected courses of action would be different, depending on
the circumstances. Indeed the actions could be mutually exclusive depending on the
which reasonably possible circumstance occurs.

Notwithstanding the difficulty in determining all the circumstances that could create a
near-term inability, we find disclosure of management’s expected course of action not
useful. Management may have solid plans for circumstances considered to have high
likelihood, but for matters with only more than slight probability, management can only
speculate what it might do. We see no value in requiring disclosure of speculations in
financial reporting, and we cannot understand how an auditor would "test" speculations
under currently existing audit standards.

We find the language "ability over the near term to pay its expected cash outflows" is
at least awkward if not contradictory. Expected outflows is a poor choice of words.
"Ability over the near term to pay its expected cash obligations" would be better
language.

We acknowledge that current GAAP financial statement disclosure requirements do not
result in a complete picture of the capital structure in place to meet liquidity needs.
Regulation S-X adds some disclosure on short-term financing, but the disclosure is still
not comprehensive. Much better than trying to predict all possibilities for near-term
liquidity shortages, we believe that redefining the required disclosures of financing and
capital in a way that provides a comprehensive view of how the company is structured
to meet liquidity demands would be better information for users AND would allow users
to form their own conclusions about future possibilities. Furthermore, management's
expected actions are not nearly as informative as knowing what management has already
arranged. We are concerned that encouraging management speculation about what
"might" be arranged would encourage unwarranted optimism.
Paragraph 27

Consistent with our comments on paragraph 26, we believe paragraph 27 should be
deleted. Moreover, references to "indirect" borrowing or liquidating implies some
ability on the part of preparers and auditors to agree on what "normal" payment periods
and fixed asset acquisitions would be. For some that may be easy, but for others it
would be difficult because the past may be a poor indicator of normality in the future.

Paragraph 30

The comments regarding what does not constitute an error are gratuitous. "appropriate
judgement" and "event of which management would not be reasonably expected to have
had knowledge" are not defined so no safe harbor is established. Instead, the
implication is that hindsight IS appropriate and only an adequately documented
appropriate judgement would be sufficient defense. We cannot recommend an
acceptable alternative, however, because the comer in which the ED’s disclosure would
paint both a preparer and auditor seems to be inescapable.
Paragraph 32

We concur with the minority view. It is well stated and represents a potent
recommendation against the ED. We believe the counsel the AcSEC members offer in
this paragraph should be heeded.
Paragraph A.3

The guidance in B.13 asserts that knowledge of the nature of an entity’s industry, etc.
will alert users about the risks common to that entity. A user knowledgeable about
defense contractors would also know that foreign military sales of aircraft are subject to
governmental approval. Consequently, the last sentence regarding advance approval is
not needed and inconsistent with the ED’s principles.
Reference to "NATO allies" should be excluded unless the company is contractly or
legally restricted to that group. The preparer should not label groups and thus imply
relationships that do not exist with respect to the business.
Paragraph A.6

The disclosure of operations in over 100 countries worldwide is at variance with B. 18
that concludes that knowing operating locations was not considered necessary.
Use of the term "lines of business" creates confusion with definitions used in Regulation
S-K and APBO 30 versus "principal markets" used in the ED.
Paragraph A.8

It is unclear what bearing "weak regional economic conditions" has on the nature and
extent of disclosure. If the economy was strong, would the disclosure be different?
Paragraph A. 10

If the public benefit corporation is required to set tolls at sufficient levels to avoid
deficits and, in fact, raises tolls when apparently necessary, then what severe impact
would exist that requires a vulnerability disclosure?

Paragraph A. 11

What are "economically sensitive" sales and income taxes, and why is that distinction
made?
Paragraph A. 12

Why are social service programs singled-out for disclosure? There are other
expenditures for which cities are also responsible. What criteria distinguishes them
from social services for disclosure purposes?
Paragraph A. 18

Why is the risk of a loss versus a marginal profit of importance? Wouldn’t the size of
loss have some bearing on the decision?
Paragraph A. 19

We find the disclosure of excess inventory is not informative because it does not explain
WHY there is excess inventory. If a disclosure about excess inventories is required,
then it needs to be fully informative.
Paragraph A.24

It is not clear to us what disclosure is required here that is not used in practice in
applying APBO 30.
Paragraph A.28

We do not object to the disclosure, but it is not clear why, if a user is expected to know
the industry, a statement about judgements regarding carrying amounts is informative.
Paragraph A. 32

This disclosure seems applicable to any software production company. What is unique
disclosure for the company? If the user is knowledgeable about the industry, is this
informative?
Paragraph A. 37

Why were the obligations to make capital expenditures not disclosed as well as the book
value of the assets to be replaced? Does this disclosure provide any disclosure that
would not have otherwise occurred in following the EITF consensus on this matter?
We recognize that environmental liabilities are difficult accounting issues. We do not
believe the ED disclosure appreciably solves the problem.

Paragraph A.45

The implication here is that both the preparer and auditor must review the condition of
contingent liabilities through the issuance date of the financial statements. We believe
this is an extension of current responsibilities and do not agree with that extension.
Furthermore, the example raises a question of whether GAAP is being appropriately
applied. That is, at the reporting date, the port does not have the ability to pay the
obligation, and it appears probable that the city will be required to pay. Given the
payment is probable, why hasn’t the liability been accrued? Is the example intended to
imply that GAAP does not require accrual until the payment date arrives?
Paragraph A.51

Is this disclosure intended to modify the contractor audit guide? If was our
understanding that Appendix E of the guide specifically concluded that disclosure of
changes in estimates such as this are recommended, but not required. If the example
intends by footnote 5 to imply that GAAP requires such a disclosure, we observe that
many public reporting contractors are not complying with this interpretation of APBO
20. Also, the effect of the change is disclosed cumulatively, including the effect of
change on current year costs and profits. We would have thought that the effect of the
change would only be reported with respect to profits previously reported, which for
public companies would have been through the previous quarter, while for private
companies may have been only with respect to profits accrued through the prior yearend. (If users had not previously received information including the "before the
discovery" column, then what meaning does the effect of reducing income have for
them?)
Paragraph A.55

This disclosure appears generally applicable to all circumstances in which an NOL
carryforward benefit would be recorded. Why is all the preceding scenario provided,
given the general nature of the resulting disclosure? Is there some criterion being
implied for which the disclosure would not be required?
Paragraph A.58

The scenario is constructed so that it is clear that the company is vulnerable. The
example provides no help in understanding where the "line" is for deciding when the
disclosure is required. It seems to us that EVERY company ultimately has some
vulnerability from supply sources. If a single supplier is not a risk, then transportation
lines may be a vulnerability (e.g. trucking or air traffic controllers). How are "close
calls" regarding concentrations of suppliers to be decided and to what level is
"grouping" required to consider vulnerabilities?

Paragraph A. 65

We do not understand what the disclosure adds that was not already required by FAS
105. What is the purpose of the example?
Paragraph A. 69

The disclosure is a mixture of existing requirements under FAS 105 and the industry
audit guide, except for the assertion that short-term deposits fund lending activities. If
the latter is apparent from inspection of the balance sheet, we do not understand the
purpose of the entire example. If the funding is not apparent, then we do not
understand how the determination of the funding source was made. (Comments in
considering matters prior to FAS 115 indicated that trying to link Ioans and investments
to particular funding sources is an allocation process because direct relationships are
difficult to establish.)
Paragraph A. 74

While the expiration of a patent is a significant event, would this ALWAYS be
discloseable? What if the company has a new product coming on-line just as this patent
expires, and that product will more than make up any revenue loss from increased
competition on the older product? What if a patent is relatively fresh, but a competitor
develops a new technology that will be a direct competitor to the company’s young
patent? We are concerned about the implication that simply the expiration of an
important patent is discloseable without considering these other matters.
Paragraph A.81

We find it difficult to become comfortable that 1) in light a number of historical work
stoppages and 2) management's expectations of substantial, differences can be so easily
overcome by concluding that the risk of a protracted conflict is no more than slight.
Obviously a short duration stoppage can also have an important financial impact, so
duration cannot be the sole criterion. The example assumes too simple a solution.
Paragraph A.85

Given the conclusion that it is always reasonably possible to lose a customer, wouldn’t
it be easier just to adopt a standard threshold for major customer disclosures?
Paragraph A. 87

This appears to us to be a standard SAS 59 disclosure. We do not perceive what
difference the ED makes on the disclosure.

Paragraph A.94

Most of this disclosure is required by current GAAP. The addition of management’s
expectations is not useful because clearly management is just guessing the future. No
solid plans are in place, and users should not rely on any of this speculation.
Paragraph A. 99

As with A.94, the speculation about how management may raise funds is not
informative, and it seems to us it could be viewed as misleading if management does
not have a reasonable basis for its expectation to issue shares. The disclosure for the
need for more cash to complete development is interesting, but with no quantification it
has minimal information value (you could have guessed they would need "some"
money).
Paragraph A. 112

In contrast to A.94 and A.99 this is useful because the negotiations for working capital
credit are active. Likewise the application for cost reimbursement adjustment is
informative. We believe our alternative of describing the entity’s capital structure
comprehensively rather than speculating on what it might be is much more useful.
Paragraph A. 132

While this disclosure is extensive, we believe it is basically already required by
standards, so we do not understand how the example is instructive.

MELLON BANK

Mellon Bank, N.A.

Mellon Bank Center
Pittsburgh, PA 15258-0001

August 18, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

File 4290 AICPA
1211 Avenue of the Americas
New York, NY

Re:

10036-8775

AICPA Exposure Draft, Proposed Statement of Position: "Disclosure of Certain

Significant Risks and Uncertainties and Financial Flexibility"

Dear Mr. Gill:
Mellon Bank Corporation ("Mellon”) appreciates the opportunity to comment on the

Proposed

Statement

of Position,

"Disclosure

of Certain

Significant

Risks

and

Uncertainties and Financial Flexibility."
As a multi-bank holding company, the
Corporation is both a user of financial statements in its lending and investing activities,
as well as a preparer of financial statements.
We place great emphasis on improving the quality of meaningful disclosures to the
readers of our reports.

Disclosure of information that explains the results of our

operations generally involves information already summarized, in a cost-efficient manner,
and used to manage the business.

However, we are concerned that the complex and

costly disclosures being proposed go beyond that scope, invade areas of corporate
confidentiality from a competitive perspective, and will exceed the potential benefits
obtained by shareholders and other users, as well as potentially create unwarranted

speculation on behalf of readers.

We are uncertain how the AcSEC determined that

providing the information necessary for this disclosure would not be excessive based
upon the effort and costs necessary to provide previous disclosures.

August 18, 1993
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Page Two
If it is determined the proposed disclosures are mandatory, we feel that the proposed

voluminous disclosures could be better condensed in the 10-K environment rather than
the footnotes since footnote disclosures are usually as brief as possible due to high audit
costs. As you are aware, financial institutions’ reporting requirements already far exceed

those of other industries. SEC Regulation S-K, Item 303, Management’s Discussion and
Analysis (MD&A), and Industry Guide 3 already require disclosures which provide
investors and other users information relevant to assessment of the financial condition and
Further, auditors should not be required to speculate on future

results of operations.

results of potential changes, especially when changes may not be specific to their client
but would be events that would effect the entire industry or the national/global economy.

Also, due to the increasingly global economy, there is more interdependence of

industries/regions’ assets than could be completely discussed in the notes.
Also, the definition of "relative importance" (page 12, paragraph 10) appears to be too
general for practice.

FAS 14, "Financial Reporting for Segments of a Business

Enterprise" lays out criteria that can be measured, summarized and disclosed.

In our

opinion, FAS 14 provides more comparability and consistency among companies.
You have also requested comment on whether disclosure of factors that cause an estimate
The proposed standards would

to be sensitive to material change should be required.

have applied to capital raising activities of banks in the last 2-3 years (other than deal

specific equity) to solidify capital.

Advance disclosure would have led to market

speculation and volatility and probably less net proceeds to the securities’ issuers.

We

feel that disclosing significant estimates (other than that required by FAS 107) may
require a company to reveal information that would harm its competitive position. For
example, it is unfair to discuss long-term contracts in terms of estimates due to their

confidential nature.

Other estimates, such as goodwill, may be subject to change and

thus disclosure may harm intentions to sell the business related to the goodwill.

Also,

every major loan’s carrying value has significant estimates in terms of charge-offs and
ultimate collectibility. It would be unreasonable to discuss these estimates in detail due

to their proprietary nature. In summary, increased uncertainty disclosures where known
problems may not now exist create the impression that the reader has been informed of
all risks. This situation may further exacerbate already litigious shareholders. The
Securities and Exchange Commission, under S-K 303, requires only "known" trends or

uncertainties, e.g., commitments for capital expenditures.

Instructions to 303 (a)

specifically states that management should focus on material events and uncertainties

known to management that would cause reported information not to be indicative of the
future.

In regard to the comment on concentrations of credit risk, we feel that the definition of
"severe impact" (page 11) is not useful because it is difficult to estimate all readers’
threshold of materiality. The concept of an event being "more than material but less than
catastrophic" is very ambiguous. Even the slightest earnings per share trends can have
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Page Three
a multiple impact on stock price.

For a bank holding company, the "Composition of

Loan Portfolio" table satisfies all requirements in this area.

We are also in agreement

with the "minority view" that the disclosures required by the proposed SOP exceed the
requirements established by FAS 105, and that expanding FAS 105’s requirements before
its effectiveness can be measured is unwarranted.
Finally, we are in agreement with the "minority view" once again in regard to the

"reasonably possible" threshold for disclosure of financial flexibility. Also, we do not
believe it’s appropriate that banks should have to disclose intentions to issue stock or

debt.

Actions such as entering into new credit agreements, modifying or renewing

existing agreements and other significant actions are actions taken in the normal course

of business and therefore, would not require specific disclosure.
If there was a
possibility of a "going concern" problem, SAS 59 would apply and different disclosure
requirements would be needed. The examples of expected courses of action noted on

page 16, paragraph 27 of the Exposure Draft are transactions done in the ordinary course
of business.

We cannot determine any reason to inform the reader of these options.

Disclosure of possible actions will inevitably lead to market speculation and price
volatility.

Management has an obligation to not cause unnecessary speculation.

From examination of the sample disclosures, we noted that certain disclosures actually

support our views that additional footnote disclosures are unnecessary. For example,
Disclosure A.89 should already be evident by anyone examining the financial statements.
Per Concept Statement No.

1,

"Objectives of Financial Reporting by Business

Enterprises," financial reporting should provide information that is useful to present and
potential investors and users in making rational investment, credit and similar decisions.

The

information

should

be

comprehensible

to

"those

who

have

a

reasonable

understanding of business and economic activities and are willing to study the
Certain proposed disclosures are clearly

information with reasonable diligence."

designed for the uninformed, unsophisticated investor who is not conversant in the basic

risks of the industry in which the company does business, such as:
•

Disclosure A. 3 re: approval required for sale of aircraft to foreign
governments.

•

Disclosure A.32 re: risk of capitalized software costs for a company in

that industry.
•

Disclosure A.58 should not be required unless a company intends to
change suppliers or suspects that a supplier cannot meet an obligation.
Disclosure A. 65 would be required under FAS 14 and various other SEC

disclosures.
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Mr. Frederick Gill
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In summary, we feel that the proposed disclosure will result in increased internal costs,
increased audit fees, and perhaps increased litigation with little additional benefit to users
of financial information. As stated in Concepts Statement No. 1, investors’ and users’
understanding of financial information may vary greatly: "Financial information is a
tool, and like most tools, cannot be of much direct help to those who misuse it. Its use

can be learned, however, and financial reporting should provide information that can be
used by all non-professionals as well as professionals who are willing to learn to use it
properly."
position.

We appreciate the opportunity to comment on the proposed statement of

If a final statement is issued, industry must be given adequate time to

implement it.
Please feel free to call me if you have any questions (412) 234-5281.
Sincerely,

Howard S. Fahnestock
Vice President - Financial Accounting

Policy and Analysis

Controller, Division
HP CH 08 II

Senior Vice President
Controller

Corning. New York 14831
6079748313

August 18, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
American Institute of Certified
Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8776

Dear Mr. Gill:
Re:

Exposure Draft - Proposed Statement of
Position: Disclosure of Certain Significant
Risks and Uncertainties and Financial
Flexibility

We appreciate the opportunity to comment on the
recently-issued Proposed Statement of Position
(SOP): Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility, and
apologize for submitting our response after your
deadline.

In summary, we object to most of the proposals in
the SOP and strongly agree with the "dissenting
view" expressed in paragraph 32 of the SOP. Our
detail comments are as follows:
Nature of operations
We agree that the suggested disclosure would be
useful to users of financial statements. However,
we believe that the suggested disclosure is
redundant with what is typically provided by public
companies in segment footnotes, MD&A and Items 1
and 2 of Form 10-K. We do not see any benefit in
requiring this disclosure in the financial
statements and would rather see the requirement for
public companies be to include the suggested
disclosure in the footnotes, MD&A or elsewhere in
the Form 10-K.

CORNING
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The Use of Estimates
We do not object to this disclosure as it seems to
us to be a statement of the obvious. However, we
also do not believe that it adds anything and thus
do not believe that it should be a required
disclosure.

Certain Significant Estimates
Current Vulnerability Due to Concentrations
We strongly object to the proposed disclosure for
the following reasons:

*

The disclosure requirements of SFAS 5 and
SFAS 105 are well-established and provide
adequate disclosure to financial statement
users. Additionally, public companies are
currently required by SEC regulations to
include known trends, commitments or material
events in MD&A and other public filings.

*

The addition of the proposed disclosure on
certain significant estimates and changes in
those estimates and vulnerability due to
concentrations that are "reasonably
possible” will be both cumbersome for
management to prepare and could be unduly
alarming and/or confusing to the readers of
the financial statements. Further, the
subjectivity of the proposed requirement to
disclose all risks and uncertainties and
vulnerability due to concentrations of which
"management is reasonably expected to have
knowledge" could result in subsequent
challenges based on hindsight. Consequently
companies and their independent accountants
could encounter additional risks and
increased costs.

Financial Flexibility
Again, we believe that current disclosure
requirements for companies and their independent
accountants dealing with financial flexibility are
adequate. We do not see any benefit to this
disclosure when there is not "substantial doubt"
about an entity's ability to continue as a going
concern for a reasonable period of time.

-3The suggested disclosure would be cumbersome to
prepare and very subjective as it would require
management to disclose what they might do if
something happens in the future. As such, we
object strongly to this proposed disclosure.

We would be happy to discuss our position with you.
If you have questions, please call Kathy Asbeck,
Assistant Controller, at 607-974-8242, or me at
607-974-8313 at your convenience.
Sincerely,

Richard B. Klein
Sr. Vice President
& Controller

cc:

Mr. Robert Strickler
Price Waterhouse

third Avenue

New York. NY 10158-0142
212 599-0100
FAX 212 370-4520

GrantThomton

August 19, 1993

Accountants and
Management Consultants
The U.S. Member Firm of
Grant Thornton International

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File Reference 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:

Attached are the additional comments regarding the proposed SOP on Risks and
Uncertainties which we referred to in our previous letter, dated July 29, 1993.
After drafting these comments and revisiting the proposed SOP's illustrative
disclosures, we have increasingly realized that this SOP and its required disclosures
would convert an entity's financial statements to a surrogate for a comprehensive
disclosure document such as that which would be prepared by a registrant filing under
the Securities Act of 1933. This has never been the intent of general purpose financial
reporting and we believe it is not an achievable objective. Accordingly, we reiterate our
belief that this SOP is fatally flawed and should not be issued.

Please address any questions concerning the attached, or our previous comments to
me at 599-0100.

Very truly yours,
Grant Thornton

by Howard Groveman

Attachments

/
gill/ugrover

Comments

Paragraph
3

The last sentence of the paragraph states that "...
disclosure requirements apply only to .... the most
recent fiscal year presented."
We believe that
comparative financial statements should give prior years
information about concentrations, as it is useful to see
whether such concentrations are increasing or
decreasing in significance. We believe FAS 105 also
requires such disclosure.

4

This paragraph does not require disclosure of "....
uninsured risks that are caused by damages occurring
after the date of the financial statements." This seems
to indicate that one would not disclose a "Type II"
subsequent event and is in conflict with the auditing
literature.

7

We question the statement in Footnote 2 that the
definition of financial flexibility is somewhat narrower
than the one used in FASB Concepts Statement No. 5.
Statement 5 addresses situations where there is an
unexpected need, whereas the SOP applies any time an
excess of required and expected cash payments exceed
cash resources. Thus it seems AcSEC is changing the
FASB's definition of financial flexibility.

8

The phrase, "Existing
statements", - seems
subsequent events.

14

This paragraph is intended to supplement the
requirements of FAS 5. Yet the SOP's requirement to
disclose the overall effects (and the examples show
what is meant) is a major change in the philosophy of
financial reporting.
How can reporting entities be
responsible for prognosticating the actions and effects
that third parties may have on particular events or
circumstances?

14-15

We believe that the statement in the third bullet of Par.
14 and the listing in Paragraph 15 will, in effect, result in

as
to

of the date of those
exclude the effect of
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disclosure of all estimates. The words are so sweeping
that attempts to limit the disclosures to the requirements
found in Par. 19 will likely be ignored by issuers who will
employ "boilerplate" as protection from potential liability.
Comments on Appendix A

Nature of Operations
Illustration/Paragraphs

C/8-10

This illustration states that ABC is dependent upon toll
revenue and that "weak regional economic conditions
have resulted in declining toll revenue for several years."
No further discussion about the decline is presented.
The suggested disclosure indicates that ABC is
dependent primarily on toll revenue to fund repairs and
improvements and ignores salaries, heat, light and
power or any other operating expense. Accordingly, we
believe the illustration is unrealistic and should be
modified.

D11-13

Par. 10 of the SOP states that amounts need not be
quantified.
However, this example presents exactly
such a quantification. Moreover, we wonder whether
the suggested disclosure would assist or provide any
greater understanding of the City’s financial statements.
The description of services seems totally generic, the
revenue sources are well known, and the reason for
selecting the particular expense is unclear.

Certain Significant Estimates
A17-22

The use of the word "reported" in the first sentence of
Par. 19 causes confusion. It is unclear whether the
inventories are $6MM or the excess is $6MM.

Though the note indicates recovery of inventory cost is
dependent on the success of the company's program, it
does not disclose that future gross margins on the sale
of the affected products will be greatly reduced.
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B23-25

Because this illustration represents a change from prior
years' estimates, we believe the disclosures are
required by APB 20.

The last sentence is a repeat of the general disclosure
concerning estimates and is phrased in unduly negative
terms.

C26-29

The last sentence of Par. 28 presumes that a
manufacturer can relate revenue from an asset to a
cash flow stream in a manner similar to a lessor or
contractor. This sentence should clarify the basis for the
net revenue attributed to the asset.
The thought in the second sentence can be stated in the
positive, namely that the Company will continuously
reevaluate its estimates and that changes may occur.

Par. 27 states that several of the Company's major
competitors have reported large writedowns of similar
assets. Par. 28 then gives an example of the voluntary
disclosure (encouraged in Par. 17), beginning with the
phrase, "Given the present conditions in the industry...."
We do not believe such a statement enables a reader to
evaluate the information in the financial statements.
The discussion would need to be expanded (and would
be most appropriate in MD&A).

D30-33

We believe the last sentence of the disclosure in Par. 32
provides information already understood by the reader
and would be true for every entity where technological
or other rapid changes could effect accounting
estimates.
Thus the sentence is indicative of the
boilerplate that we fear would result from this SOP.
Further, if the mere introduction of a new product is the
trigger for requiring this disclosure, as we infer from Par.
30, the suggested sentence hardly conveys the
magnitude of the possible impact on future operating
results.

E34-38

The illustration is unclear about the date the legislation
was enacted, and if enacted in a prior year what
disclosures would have been required at that time.
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From the facts presented, we are concerned that
readers will believe they need to make disclosures only
when the effective date of the legislation is "near term".

F39-43

Though we agree with the disclosure, we believe the
fact pattern is so obvious that this illustration provides
no meaningful guidance.

G44-46

We believe the illustration should be expanded to
include the disclosure the city's reporting of the
guarantee, when issued. Also, the example is unclear
as to when the Port was informed of the loss of the
customers or when it was "reasonably possible" for the
loss of the customers to have been perceived.

If it was "reasonably possible" in prior years that these
customers would be lost, this SOP would have required
such disclosure in the City's financial statement.
H47-53

We believe that this illustration should be changed. The
first portion of the disclosure is covered by APB20 as a
change in estimate; the last sentence is nothing more
than a restatement of the disclosure about estimates
being subject to change and is phrased in an unduly
negative manner.

154-56

This could be said of almost any asset. We believe it is
unreasonable to require this disclosure before the
results of FAS 109 can be evaluated.

Current Vulnerability Dye to Concentrations
A57-60

The facts indicate that the supplier is located in the Far
East, but the disclosure omits any reference to the
supplier's location, the political climate or the risks of
relying upon critical parts that must travel long distances
to reach the manufacturing location.

We believe the SOP can be interpreted to require
disclosure of each of the aforementioned risks (and
others).
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B61-63

We do not agree with the conclusion in the illustration.
Even though wheat is not a unique product, the loss of
80% of supply must of necessity disrupt operations.

C64-67

Footnote 7 states that "this disclosure satisfies, in part,
the requirements of FAS 105." As the disclosure is
required by FAS 105 what guidance is being provided?
This is not an example of the requirements of this SOP.

D68-72

The preceding comment also applies to this illustration.
The discussion in Par. 70 indicates that management
believes the reader is on notice as to the inherent risk of
lending long-term at fixed rates with short-term funds.
We believe that this oversimplified conclusion does not
add to a reader's evaluation of the risk. The SEC has
for some years required banking institutions to give
extensive disclosures of similar risks through the tables
and discussions required by Guide 3.
The Guide 3 discussion involves both a table of
sensitivities of loans to changes in interest rate as well
as risk elements in the loan portfolio.
Given the
extensive statistical data, it would seem this disclosure
is too generalized to give any reader an idea of the level
of risk in the near term.

Neither does the illustration indicate that management
believes there will be any changes in interest rates in
the near term that might necessitate these disclosures.

E73-76

This disclosure raises (rather than answers) the
question as to when it is necessary to discuss the
expiration of a patent. At 6 months or before? If before,
how much before?

F77-80

This illustration
presumes that not only are
reimbursements being lowered by new federal and state
legislation, but there is also a continuing decline in
utilization.

The illustration refers only to the legislation, and with no
idea of the potential impact each of the two factors cited
above, ignores the decline in utilization.
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Since the decline in utilization apparently does not
require disclosure, why due the legislation?
Does
anyone really need to be told that a change in health
care related legislation may effect hospital revenues?

Financial Flexibility
A87-91

The illustration causes us to wonder how a "slight" drop
in cash flows would result in a company "barely able to
service its debt." Also, Par. 88 is so negative that we
doubt the company could continue as a going concern.

B92-96

In this day and age, it is invariably "reasonably possible"
that a company will violate an agreement covenant that
might require a waiver.

This example is another encouragement for boilerplate
generic disclosures such as: "The Company's loan
agreements contain certain performance covenants. It
is reasonably possible that the Company may not
comply with those covenants and the terms may then
have to be renegotiated".
C97-100

We believe some comment would be expected in the
auditors report as this is covered by SAS 59.

D101-104

While we agree with most of what is said in Par. 104, we
believe the substance of the FAS 5 disclosure of the
range of loss (because you must have accrued at least
the minimum) is clearly stating that this accrual may be
adjusted.

E105-107

If one believes the city can borrow from the state fund,
the last sentence is truly window dressing. But should
the city be unable to borrow from the Fund as stated in
the last sentence - just how will the landfill closure be
handled? Why wasn't that risk and its consequences
disclosed? Or is there no solution?

F108-114

We believe this disclosure is already covered in SAS 59.
If AcSEC wishes to mandate the accounting related
disclosures required by this or other auditing
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pronouncements, it should undertake a specific project
for such purpose.
G115-123

The disclosure in Par. 119 is not of a risk or uncertainty,
but similar to a publicity release - it promises that the
terms of the grant will be met.
Without the grant, the language in Par. 121, would be
covered by SAS 59.

H124-127

We see no practical rationale for this disclosure.
However, if mandated by AcSEC, we hope every CPA
Firm remembers to include such disclosure in their
financial statements.

J136-138

We question the value of this footnote. The City has
borrowed in the past without problems and believes it
can do so again. What value does this disclosure have?
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Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

File 4290
AICPA

1211 Avenue of the Americas
New York, New York

Re:

10036-8775

Proposed SOP-Disclosure of Certain Significant Risks
and Uncertainties and Financial Flexibility

& Neimark

Dear Mr. Gill:
111E Wacker drive

is 60601 -4595

On May 12, 1993, the head of our audit department and I attended the SAS

road show discussing various proposed SOPs, other recent pronouncements and
312.819 4300 FAX 312 819 4343

proposed announcements.

In attendance at this session were representatives of many prominent Chicago
area firms. This proposed SOP generated a very intense discussion and even

greater anger. It seemed abundantly clear to all present that the SOP and its

entire objective are seriously flawed. It is our intent to be reasonably brief and

point out our objections in very simple particularity, as follows:

We believe that the SOP is duplicative. Most of what it requests is adequately
covered in other pronouncements to the extent that the information is
historical. To the great extent that this pronouncement might require a crystal
ball, it departs from the concepts underlying historical financial statements.

Auditor’s judgment must be relied on where there exist serious matters worthy
of footnote disclosure.

An SOP covering all contingencies is just plain too

broadly focused and is not a solution.
Prediction of Future Events
The success of the auditor in complying with this SOP, is directly related to the

auditor’s ability to predict future events and disclose them in the financial
statements. Auditors have difficulty enough with historical information. To

suggest for a moment that they should, in effect, be predictors of future events
is burdening them with obligations which few are equipped to handle. This
prediction requirement is unabashedly present in no less than three major

areas; effects of changes in certain significant estimates, current vulnerability

due to concentrations and financial flexibility.
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The three major areas referred to above require some explanation.

It is

abundantly clear to us that the role of the auditor is to assess historical events,
not to subjectively opine on the future. Let’s consider these items one by one:

1.

Effects of Changes in Certain Significant Estimates - In a real

world audit, it is difficult enough to get rational, reasonable, fair
estimates from management.

Auditing those estimates is yet

another matter, and involves a not inconsiderable degree of
difficulty and judgment. But to further require auditors to assess
changes in estimates and to determine what direction those
changes will take, is traveling a path beyond the role of the

auditor in an attest role.

2.

Current Vulnerability Due to Concentrations - Vulnerability due
to concentrations is normally in the eye of the beholder.
Assessing what the results of such concentrations could be is
again an operational and management type decision which
involves thought processes, risk-reward issues, etc., beyond the
attest function.

To assume that an auditor would have half a

chance to make a vulnerability assessment and derive from such
an assessment valuable and useful information for readers of

financial statements, is an irrational conclusion at best. The
result is likely to be a rubber stamp of management’s position or

’off the wall’.
3.

Financial Flexibility - To assess management’s ability to meet its

obligations requires the predictive elements present in item 2.
above.

In very few instances will an auditor be able to do

anything other than accept management’s representations, which
will have management’s imprint upon them, not necessarily those

of an independent auditor. And this will logically occur because,

in the real world, the auditor will not have the tools, the business
background or the knowledge of the business necessary to be
able to make decisions contrary to that reached by the client.

Litigation

Any business failure in an organization which has as its genesis some risk or
uncertainty which is subject to this SOP, will encourage litigation. There is no
question that any failure that occurs will have the second guessers of the world
looking back upon the footnotes in the financial statements, based on this SOP,
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and taking a position contrary to the independent auditor.

Clearly, those

second guessers will be correct since they have the full story and are not
required to predict future events. No one will remember that the auditor was
merely complying with the requirements of the profession and attempting to

predict what the future might bring. The legal bar will find an expert witness
who will point to the SOP and, in effect, find the auditor guilty of not being
able to predict the future event that led to the downfall of the enterprise. It

is abundantly clear that this SOP presents a guaranteed lawsuit which will

probably be a “slam dunk” winner for the plaintiffs. Effectively, this SOP will
have raised business failures to the levels of legitimately actionable events.
Presently, an auditor needs to be guilty of negligence or another culpable act
in order to be found responsible; not so after issuance of this proposed SOP.

At the road show discussion, a discussion leader indicated that this SOP was
perused and approved by counsel for the Institute. It is my suggestion that you

consult with three or four other attorneys and independent firms and listen to

what they have to say.
Summary

This SOP looks to be an attempt by the Institute to deflect criticism resulting

from business failures. Effectively, it offers nothing positive or meaningful to
readers of financial statements, and promises to be a serious detriment to the
profession and to our clients. Additionally, the cost of the efforts involved for

smaller, non-publicly held clients will certainly be beyond any possible benefit.
Further, to suggest for a moment that readers of financial statements are stupid

and do not understand business affairs, as well as accountants, is ridiculous.
Let the reader of the financial statements, armed with appropriate information,

make appropriate judgments about the future of the business enterprise.

Our belief is that if this SOP comes to fruition it will have the following
impacts:
1.

Financial statement disclosures will have a significantly greater

negative tone to them.

The only natural response of the

accountant, warranted or not, will be to cast a negative tone on

the financial statements as a self defense mechanism.
2.

The onerous disclosures required by this SOP will result in a cost

benefit relationship that is out of proportion to any rational need
of any financial statement reader.

Understand, of course, that

Mr. Frederick Gill
August 18, 1993
Page 4

most users of financial statements can normally get information
they require from management.
3.

Every nonconglomerate organization has a vulnerability to
concentration of something. That concentration may also be its
strength. How does one take an organization’s strength and
make it negative in the financial statements only because of an
SOP?

4.

It seems as though this SOP may well have been written by a
person or persons who have never practiced in public accounting
and have never understood or dealt with the practical aspects of
auditing this information. If, however, this conclusion is in error,
then this person is either one whose head is clearly in the clouds
or who never intends again to practice public accounting in the
trenches. What a sad commentary for all of us!

Thank you for your attention to this letter; it is not the normal practice of our
firm to write an exposure letter response of this sort but we felt compelled to
do so. It seems that we are headed down a road fraught with unnecessary
obstacles and difficulties with no real benefit to readers of financial statements.

If you would like to discuss this letter and our views with greater particularity
or if you would like to telephone us, please do so.

Sy Nagorsky, CPA
Partner, on Behalf of the Firm

SN:cjc
cc:

Stanley C. Neimark, CPA
Managing Partner

Frederic J. Crelman, CPA
Partner-In-Charge of Accounting and Audit

Edward Isaacs & Company
360 Madison Avenue
1O017
Te (212) 986-39CC Fax (212) 972-9088]
Member TGI International

August 20, 1993

The Members of the Accounting
Standards Executive Committee
American Institute of Certified Public
Accountants

Gentlemen:

We have read the proposed Statement of Position (SOP), "Disclosure of Certain Significant Risks

and Uncertainties and Financial Flexibility". Our overall opinion is that the SOP’s requirements
in their current form are too broad based, are, in substance, covered by current reporting

requirements and subject the preparers of financial statements and those who attest to those
financial statements (audit, review and compilation) to, what we consider to be, additional and

unnecessary exposure to litigation.

We agree that financial reporting must, of necessity, be responsive to the needs of the users of
financial statements. In that context we applaud the obvious effort of your committee to address

those needs.

However, we believe the committee, in its zeal to address this issue, has

recommended the expansion of disclosures to a degree and in a format that is neither warranted

nor practical. The reasons for our decision are set forth in detail in the following sections of our

response.

Lack of Distinguishing Disclosure Requirements Between Public and Private Entities

We agree with the fundamental principle that uniformity is needed for financial statement

reporting and that additional information desired by regulatory authorities should be in addition
to the basic financial statement information (we recognize that currently there are a few
differences between public and private entities in the accounting literature).

In the main, all

entities are currently required to disclose concentration risk, going concern problems and loss
and gain contingencies. For public companies, the SEC requires additional disclosures, not part

of the basic financial statements, to provide investors with the information necessary to assess
an entity’s operations and financial condition. Other regulatory agencies, such as HUD, also
require additional information, which is supplementary to the basic financial statements. Virtually
all nonpublic entities are presently required to disclose the nature of their operations and the
location of their customers; public companies have segmental reporting requirements.

The major difference, obviously, between a public and private entity is accessibility to information.

Investors, vendors and credit grantors of private entities have access to additional information
they feel is important, because they have direct access to management. In contrast, the investor

of a public entity has to rely on the information disseminated by the entity and does not have the
same direct access to management. It is also important to recognize that additional information
applicable to private entities can be attested to by a firm’s independent public accountant, if it
is desired by a creditor grantor, etc. and agreed to by the entity (special reports and agreed-

upon procedures under GAAS and other similar information under the attestation standards).
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In summary, regulatory agencies such as the SEC can mandate additional information
requirements for public entities. For private companies, creditors grantors, etc. have the ability

to require such information from management. Accordingly, coupling the type of information
required by this SOP for public and private entities does not seem warranted.

Another major consideration is the cost burden for private entities to develop such information

plus the additional cost for the involvement of the entity’s independent public accountant. We
feel the cost burden is obvious and needs no further detailed explanation in this letter.

Estimates
We feel the estimate disclosures required by the SOP will cause more confusion than they solve.
These disclosures appear targeted toward the less sophisticated user of financial statements.

The examples given are the best source for arguing against such disclosures. The examples of
disclosures given in the SOP are an obvious over simplification of the problems involved. Read
literally, each of the examples seems to fall far short of disclosing all of the different factors taken

into consideration. Further, the necessity to be concise, as is demonstrated in the examples,
provides a loaded gun to those looking to find fault with the financial statements. The basic

reason for this position is that it is easy to find fault with an estimate unless all of the factors and

the weight given to each of those factors is disclosed, which obviously is virtually impossible and
certainly impractical.

Although SAS 57 does provide auditing procedures for evaluating estimates made by

management, we are not convinced the lower threshold, "reasonably possible", is adequately
covered since it was not contemplated when SAS 57 was written.
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Basic vs. Supplementary Information

At a minimum, we do not understand why such sensitive information which is so subjective has
been made part of the basic financial statements, instead of isolated as supplementary
information such as the replacement cost information of common interest realty associations.
For public companies, much of this information is in Management’s Discussion and Analysis

under SEC Regulation S-K. It is interesting that the SEC does not require this information be
included in the basic financial statements, or even supplementary information required to be
reported on by the independent public accountant.

Procedures
Changes in disclosure requirements should be coordinated with applicable GAAS and SSARS

standards. ACSEC and the accounting profession are just looking for trouble if the disclosure
requirements are mandated without clarification of the procedures appropriate to report on the

information.

Conclusion
We agree the information required to be disclosed by the SOP would be desirable if no other
factors were involved. Unfortunately, however, there are a number of problems in requiring such
information as recommended by the SOP. We believe our observations and recommendations

provide ample explanations of our position.
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We are available to discuss any of the matters discussed in our response. Please contact Roger
Donohue (212/297-4808) or Victor Rich (212/297-4812).

Very truly yours,
EDWARD ISAACS & COMPANY

By

Roger Donohue, Partner in Charge
of Technical Services
audit\uncer
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John C. Compton
Certified Public Accountant

Forum VI, Suite 654
Greensboro, North Carolina 27408
919/294-0946

August 23, 1993
Frederick Gill, CPA
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re: Proposed Statement of Position, "Disclosure of Certain
Significant risks and Uncertainties and Financial Flexibility"
Dear Mr. Gill:
For the past two years, I have served as Chair of the Accounting and Review
Services Committee of the American Institute of Certified Public Accountants. This letter
is written, however, by me, and does not represent a document formally approved by
the ARSC.

At a meeting of the full committee on January 22, 1993, in New York City, we
reviewed the preliminary draft copy of the document later exposed as a Proposed
Statement of Position of the Accounting Standards Division, "Disclosure of Certain
Significant Risks and Uncertainties and Financial Flexibility". We inquired at that meeting
as to the appropriateness of commenting on the proposed SOP, but were informed by
staff that such a comment letter would be premature. Our formal responsibility was
described as being to apply due process to the procedures necessary to comply with
the provisions of the SOP, should it be issued.
The purpose of this letter is to disclose to the Risks and Uncertainties Task Force
and the Accounting Standards Division, the concerns expressed at that meeting upon
review of the preliminary draft, which did not substantially change, save the minority
report section, after review by ARSC.
The Committee receives and has received over the past few years, a seemingly
inexhaustible number of requests to revisit "plain paper." The single most significant
reason for that request is the increasing number of disclosures which are appropriate
to all GAAP financial statements, irrespective of their relevance. The committee members

Mr. Frederick Gill
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August 23, 1993
Page 2

would like to feel some assurance that the Task Force and ACSEC understands the
nature of an accounting practice where the bulk of the clients are small, closely-held
entities. Perhaps non-compliance in previous years is no excuse, but as the practice
monitoring activities have been installed in recent years, the smaller CPA firm and
practitioner has become keenly aware of the existence of the disclosures required by
Generally Accepted Accounting Principles. Further complicating their lives, ARSC
brought the disclosure requirements of audited financial statements on an other
comprehensive basis of accounting to their attention in our most recent Standard on
Accounting and Review Services.
While the committee does not advocate a duality of standards, as is often
proposed in the big GAAP/little GAAP discussions, we must remind you that we
represent a very large constituency who are concerned with the efficient, cost-effective
provision of professional services to small companies and entities who neither
understand nor want to be concerned with esoteric efforts at limiting the losses from
litigation, most of which they understand is from something called "fraud on the market"
and the market their clients are using is either siblings who will inherit the business upon
their demise or active members of day to day management who are being groomed to
purchase the business.

The committee at it’s meeting in January, discussed the difficulty in obtaining the
information required by your proposed SOP, let alone the difficulty in compiling or
reviewing the disclosures. While the committee did not reach a consensus or vote to
make a suggestion, they did express concern for making sure that the proposed SOP
was considered in a global manner and not only for large public entities.

If you have questions concerning these comments, please contact me.

Very truly yours,

John C. Compton

cc:

Alan Winters/ASB
Committee Members

Baird,
Kurtz &
Dobson

Certified
Public
Accountants

August 25, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File Reference: 4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
Dear Mr. Gill:
RE: EXPOSURE DRAFT ON PROPOSED STATEMENT OF POSITION
"DISCLOSURE OF CERTAIN SIGNIFICANT RISKS AND
UNCERTAINTIES AND FINANCIAL FLEXIBILITY"

We are writing this letter as members of the AICPA Practice Group B
Advisory Committee to express our concerns about the above referenced
Exposure Draft. Group B consists of the managing partners of approximately
50 of the largest CPA firms in the United States, exclusive of the six largest
firms, and represents a sizable member constituency within the AICPA. We
meet on a quarterly basis to discuss matters of mutual interest and, when
appropriate, informally and constructively offer our advice and comments to
the AICPA management on various matters.

Hammons Tower
Suite 1400
901 St. Louis Street
PO Box 1900
Springfield.
Missouri 65801-1900
417 831-7283

With Offices in:
Arkansas
Colorado
Kansas
Kentucky
Missouri
Nebraska
Oklahoma
Member of
Moores Rowland
International

At our recent meeting on July 22, 1993, we received a thorough presentation
by Mr. Richard Dieter, chairman of the Task Force, which authored the above
referenced Exposure Draft. We also had a follow-up presentation by
Mr. Robert Dale of the PCPS Technical Issues Committee, who presented his
Committee’s objections to the Draft. We then engaged in a lively question and
answer period with both speakers and later further discussed the Draft after the
speakers departed.

We will not dwell on technical issues or a paragraph-by-paragraph critique,
because you will undoubtedly receive numerous such responses. Straight to
our point, we do not believe it is prudent, practical or economical to require
the Draft’s provisions at this time, considering the present environment in
which we practice. Until fundamental changes are made in that environment,
presently characterized by a predatory legal system, needed tort reform and an
accounting marketplace in which risks and rewards are out of balance, we
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cannot support any extension of our responsibility and liability. The Exposure Draft would
extend professional liability for services to our clients both to new and uncharted limits,
while at the same time, adding a new dimension of costly (and perhaps infinite) due diligence
and other procedures not likely to be recovered through an ever diminishing and pressured
fee universe.
We clearly recognize our responsibility to the public and to third parties in our professional
endeavors. However, non-public entities have by their very ownership, structure and
organization more flexibility and choices regarding the scope of services they contract for
regarding their financial statements. Group B firms’ accounting and auditing hours are the
nucleus of many of our practice units. These A & A hours are generally comprised of
clients that are non-public entities or small public entities.
These clients do not have systems or personnel in place to meet the basic requirements of the
Exposure Draft. This will result in an intensification of the resistance by our clients to the
fees for the services to meet these requirements and force them to consider significant
reduction in scope of services purchased. We expect the implementation of the Draft’s
requirements to be very costly for our clients. In the future, before issuing an Exposure
Draft, it would be helpful if empirical research were conducted to determine the impact of
the draft’s provisions on small and medium size businesses, their financial consultants, and
the users of their financial statements.

For the foregoing and many more technical reasons, many of the Group B firms are opposed
to the issuance of this SOP. However, if AcSEC decides to proceed, at a minimum, we urge
that some reasonable exclusion to the pronouncement be made. As a recommendation for
your consideration, we would urge you to consider the following:

•

All non-public entities should be excluded using similar language and theory as
outlined in FASB 21 relating to segments and earnings per share. We note that the
FASB 21 exclusion has worked well in practice and, therefore, is an appropriate
criterion to use for this purpose.

•

Small public entities should be excluded for the same reasons as cited above for the
non-public entities. This exclusion could be made using the same definition as
outlined under Regulation S-B of the SEC that would define as a small business any
entity with revenues of less than $25 million. This definitional exclusion is as
promulgated by the SEC, the watchdog of the public interest.

We believe this letter brings to you some very pragmatic and real world problems that many
of us face on a day-by-day basis.
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We sincerely hope that our comments will be useful and informative to the Task Force.

James O. Glauser
Chairman of the AICPA Practice Group B Advisory Committee and the firms listed on the
attached sheet who have authorized inclusion of their firm as supporting the views expressed
in this letter.

drb
Attachment

The following firms have authorized their names to be included as supporting the views

expressed in this letter:

Altschuler, Melvoin & Glasser

LeMaster & Daniels

C. W. Amos & Company

Kenneth Leventhal &. Company

Charles Bailly & Company

Mahoney Cohen & Co., P.C.

Baird, Kurtz & Dobson

Margolin, Winer & Evens

David Berdon & Company

Mauldin & Jenkins

Berry, Dunn, McNeil & Parker

McGladrey & Pullen

Checkers, Simon & Rosner

Moss Adams

Cherry, Bekaert & Holland

Geo. S. Olive & Company

Clark, Schaefer, Hackett & Company

Parente, Randolph, Orlando, Carey & Associates

Clifton, Gunderson & Co.

Plante & Moran

J. H. Cohn & Company

Rehman Robson &. Co., P.C.

Dixon, Odom & Company

Reznick, Fedder & Silverman

Eide, Helmeke & Company

Rubin, Brown, Gomstein &. Company

Friedman, Eisenstein, Raemer & Schwartz

BDO Seidman

Goldstein Golub Kessler & Company, P.C.

Urbach, Kahn & Werlin, P.C.

Goodman & Company

Virchow, Krause & Company

Grant Thornton

Walpert, Smullian & Blumenthal, P.A.

Hausser & Taylor

Weber, Lipshie & Company

Kemper CPA Group

M. R. Weiser & Company

Kennedy & Coe

Wipfli Ullrich Bertelson

Kerber, Eck & Braeckel

Wolpoff and Company

Larson, Allen, Weishair & Company

CHERRY
BEKAERT &
HOLLAND

Reply to:

CERTIFIED PUBLIC
ACCOUNTANTS

Forum VI
Suite 654
Greensboro, NC 27408

August 22, 1993
Frederick Gill, CPA
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775

Re: Proposed Statement of Position, "Disclosure of Certain
Significant risks and Uncertainties and Financial Flexibility"
Dear Mr. Gill:

We appreciate the opportunity to comment on the exposure draft of the Proposed
Statement of Position, "Disclosure of Certain Significant risks and Uncertainties and
Financial Flexibility" prepared by the Risks and Uncertainties Task Force of the Accounting
Standards Division of the American Institute of Certified Public Accountants. We have
read the exposure draft and will respond first as to the technical aspects of the document,
and lastly to the appropriateness of its applicability to certain entities.

Technical Aspects of the Proposed SOP:
Paragraph 3 of the draft appears to attempt to differentiate between presentations
prepared on the basis of generally accepted accounting principles (GAAP) and those
presentations that might be prepared on other bases of accounting, often called OCBOA
financial statements. We would assume that the task force is aware of the nature of these
OCBOA presentations and that the Auditing Standards Board, and recently the Accounting
and Review Services Committees of the AICPA have issued pronouncements that address
the appropriateness of disclosures in those type of financial presentations, and that those
standards call attention to the fact that other comprehensive bases of accounting deal
primarily with measurement differences and not disclosure differences.

Forum VI, Suite 654, Greensboro. North Carolina 27408, 919/294-0946, Fax 919/855-0989
502 South Scales Street, Reidsville. North Carolina 27323, 919/349-2971, Fax 919/634-0848

, -

Offices throughout the Southeast • Represented internationally through Summit International Associates. Inc.
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"AU 623.09 Evaluating the Adequacy of Disclosure in Financial Statements
Prepared in Conformity With an Other Comprehensive Basis of Accounting

.09

When reporting on financial statements prepared on a

comprehensive basis of accounting other than generally accepted accounting

principles, the auditor should consider whether the financial statements (including
the accompanying notes) include all informative disclosures that are appropriate
for the basis of accounting used. The auditor should apply essentially the same

criteria to financial statements prepared on an other comprehensive basis of
accounting as he or she does to financial statements prepared in conformity with
generally accepted accounting principles. Therefore, the auditor’s opinion should

be based on his or her judgment regarding whether the financial statements,

including the related notes, are informative of matters that may affect their use,
understanding and interpretation as discussed in section 411, The Meaning of
Present Fairly in Conformity With Generally Accepted Accounting Principles in

the Independent Auditor’s Report, paragraph .04.

AU 623.10 Special Reports
.10 Financial statements prepared on an other comprehensive basis
of accounting should include, in the accompanying notes, a summary of

significant accounting policies that discusses the basis of presentation and
describes how that basis differs from generally accepted accounting principles...

In addition, when the financial statements contain items that are the same as, or
similar to, those in financial statements prepared in conformity with generally
accepted accounting principles, similar informative disclosures are appropriate.
For example, financial statements prepared on an income tax basis or a modified

cash basis of accounting usually reflect depreciation, long-term debt and owners’
equity. Thus, the informative disclosures for depreciation, long-term debt and
owners’ equity in such financial statements should be comparable to those in
financial statements prepared in conformity with generally accepted accounting

principles. When evaluating the adequacy of disclosures, the auditor should also
consider disclosures related to matters that are not specifically identified on the
face of the financial statements, such as (a) related party transactions, (b)

restrictions on assets and owners’ equity,

(c) subsequent events, and (d)

uncertainties.

The above provisions are included in the authoritative literature for accounting and
review services through a provision of Statements on Standards for Accounting and Review
Services No. 7, "Omnibus Statement on Accounting and Review Services-1992".

Based on our understanding of the above provision, it would appear that the effort
to make the required disclosures appropriate for only GAAP financial statements is not
appropriate, barring additional changes to auditing and accounting and review services
standards.

Mr. Frederick Gill

Accounting Standards Division
August 22, 1993
Page 3

Paragraph 4 of the exposure draft appears to be an attempt to remove certain
management personnel and regulatory risks from the provisions of the SOP. Standards risk,
a very critical component of the business risks that an entity faces today is also removed,
ostensibly because of the provisions of the Staff Accounting Bulletins. The risk of spurious
or misunderstood standards is a real risk to all businesses, large and small. The entire
failure of the financial institutions industry has been laid at the feet of poor internal control,
why is this also then carved from the provisions of the proposed disclosures? Proposed
changes in governmental standards is equally puzzling as a risk not covered by the standard,
since the mere passage of FIRREA created many of the financial institution failures,
especially those who relied on certain accounting standards, only to have the standards
changed and/or rendered inappropriate by the actions of Congress.
Paragraph 6 of the exposure draft should be more specific as to the interrelationship
of the proposed disclosures with those of already existing Financial Accounting Standards,
particularly SFAS No. 105 and SFAS No. 107.
Certain of the definitions appear to modify the provisions of existing FASB Concepts
Statements. To the extent that these are modified, should the original concept statement
be modified or withdrawn, or will there be co-existing financial accounting concepts, those
of the Accounting Standards Division and those of the Financial Accounting Standards
Board. The concept of "Severe Impact" seems to be almost circular, the concept appears
to be particularly discriminatory to smaller entities.
With respect to the provisions requiring "Nature of Operations" disclosures, we would
have no objection, our only comment would be to encourage a final decision as to what
should be disclosed, and to stick with it, instead of the standards waffling that has occurred
over the past few years.
In case of the disclosure of the "Use of Estimates in the Preparation of Financial
Statements," we do not object to those provisions, except that the disclosure seems
redundant, since any significant accounting policy would already be included and the
auditor’s or accountants report already refers to management’s responsibility.

The disclosures concerning "Certain Significant Estimates" are troublesome, in that
they indicate that our firm may have not understood the permissiveness of existing
standards. It is current practice to test the sensitivity of significant estimates and where the
call is one of reasonably possible, a disclosure to indicate that sensitivity is made, perhaps
we did not understand the provisions of Statement on Auditing Standards No. 56.

Mr. Frederick Gill
Accounting Standards Division
August 22, 1993
Page 4

A U 342.07

Evaluating Accounting Estimates

.07 The auditors objective when evaluating accounting estimates
is to obtain sufficient competent evidential matter to provide reasonable assurance

that-------a.

All accounting estimates that could be material to the

financial statements have been developed.

accounting

are

reasonable

in

the

b.

Those

c.

The accounting estimates are presented in conformity with

estimates

circumstances.

applicable accounting principles and are properly disclosed.

[EMPHASIS

ADDED]

A significant consideration in the development of the proposed statement of position
is the concept of materiality, which is once again defined in a very judgmental sense. We
believe that it is of critical importance that the measure of materiality be made more
definitive, in order that all users of the statement would be playing on a level playing field.
The measure of qualitative materiality is a difficult concept and should be subjected to a
more precise quantitative type measurement definition.

The provisions of paragraph 17 would appear to apply the concept of caveat emptor,
since all that the chapter requires is a disclosure of the sensitivity, but does not require the
inclusion of any information on which to evaluate the sensitivity.
Paragraph 18 uses the concept of gross cash flows, should this not be made to
conform to GAAP and practice?

The provision for exemption of routine estimates would seem to indicate that some
material routine estimates are off limits to the disclosure, and the concept of auditing a
suggestion begs for a better definition of what constitutes a suggestion and why the
routineness of an estimate overshadows its potential materiality.
In paragraph 21, possible future events are removed from disclosure, but no
explanation of how to deal with Research and Development activities that may come on line
in the "Near Term" and similar activities in progress are to be handled.

Throughout the document, the concept of relevancy is not addressed. Some, perhaps
many of the required disclosures may not be relevant, given other disclosures, such as entity
name, location, etc.

Mr. Frederick Gill

Accounting Standards Division
August 22. 1993
Page 5

The section on "Financial Flexibility" addresses many of the considerations already
existing in SAS No. 59. Given the difficulty encountered when that statement was under
consideration for issuance (please refer to the dissents and qualified assents), it seems
unbelievable that the Accounting Standards Division would propose a disclosure such as
this. Again, the issue is a level playing field, if all entities and attestors were using the
existing literature, a requirement such as this one would not be necessary. Having said that,
if it has not been possible to obtain compliance with the provisions of SAS No. 59, is there
a chance that these disclosures will be any different?
Provision that the application of the proposed criteria requires considerable
judgement is an understatement. Paragraph 27 has all the trappings of an attempt to get
out of the provisions of the statement on a ’Taken as a Whole" and "Immaterial to the
Whole" basis. Such a provision is appropriate, except for the thousands of firms who must
live with the effect of the micro-application of standards that is evident in the AICPA
Practice Monitoring Program. The provision that future events cannot be used as a
measure of the application of the provisions of the statement, is likewise flawed. If the
entity and the auditor or accountant is holding out as being responsible for the "Near Term"
defined as one year from the date of the balance sheet, then any event in the succeeding
twelve months is covered, once issued, the disclosures have insured the appropriate period.

Appropriateness of Applicability of the SOP:
We believe that the proposed statement, if adopted in its present form will drive a
perhaps fatal blow to the appropriateness of financial reporting on a GAAP basis for nonpublic companies of all types. Because the cost to develop the information will be
prohibitive and the cost for the reporting auditor or accountant to develop the footnotes,
the only response for non-public companies will be to resort to either no disclosure or
selected disclosure financial statements. In the public accountability sector, particularly
state and local government units, the imposition of these standardswill drive the attestation
services to the lowest bidder who offers the least risk that the local government engagement
will be subjected to the eyes of the practice monitoring activities of the AICPA, i.e., big
firm, low price, which in no case can be of benefit to society at large. The statement could
be appropriate to a large multinational company, but will it make a difference? These
entitles, are already disclosing the contents of the statement in Management’s Discussion and
Analysis of Operations under the regulations of the SEC or a substitute agency under SEC
exemption reporting. Please understand that the profession has tens of thousands of clients
who are a great deal less sophisticated than large SEC registrants, and in most cases, the
disclosures are developed by the reporting auditor or accountant, not by the client.

If the proposed statement of position is a veiled attempt to amend the provisions of
SFAS No. 5 to make the threshold for disclosure lower, then perhaps such a request should
be made to the FASB, or perhaps it has been made with a response that they do not believe
it necessary.

Mr. Frederick Gill
Accounting Standards Division
August 22, 1993
Page 6

The subjectivity of the information required by the SOP is so broadly based that in
most cases, the only appropriate audit or review procedure would be hindsight. Given the
concept of "Due Care" embodied in compilation services, most accountants would not be
in a position to manage the litigation risk associated with full-disclosure compilations.

Our Recommendation:
We believe that the provisions of this Statement of Position could be achieved
through an effort to educate the profession as to the provisions of existing literature, rather
than muddying the water by issuing another standard that would be at risk of further
increasing the occurrence of non-compliance with standards. The statement as proposed,
even absent the political whispers rampant in the profession, is unworkable, far too self
serving and will only add another expectation to the unresolved "expectation gap" for
auditors and accountants.
If, in spite of the tumultuous protest you undoubtedly are hearing from your
constituency, the SOP is issued, then it would be appropriate to exempt engagements subject
to the Statements on Standards for Accounting and Review Services and audited financial
statements of entities under $500 million from the provisions of the statement. Should
there be a decision to include entities with "public accountability," then we would
recommend that the disclosures for those entities under the threshold size mentioned above,
provide the information as "required supplementary information" not a part of the basic
financial statements.
We appreciate the opportunity to give you our comments, and any questions
concerning our comments should be addressed to John C. Compton, Chairman of the
Accounting and Auditing Committee of the Firm at the Greensboro address.

CASWELL & ASSOCIATE • CERTIFIED PUBLIC ACCOUNTANTS
914 MAIN STREET • P.O BOX 27 • PHOENIX. NEW YORK 13135
TEL. (315) 695-2061

September 14,

1993

Frederick Gaill
Senior Technical Manager
Accounting Standards Division - File 4290
AICPA
1211 Avenue of the Americas
New York, New York
10036-8775

Dear Mr. Gaill:
I wish to submit comments regarding the exposure draft
on Disclosure of "Certain Significant Risks and Uncertainties
and Financial Flexibility".
I recognize that the time for
comments has passed, but I understand the issue is still open
and comments can still be submitted.

I wish to state that I am opposed to the exposure draft,
however I wish to make brief comments concerning the current
vulnerability due to concentrations.

My first comment goes to paragraph 20.
I believe that
the biggest challenge, facing CPAs today is the liability
crisis.
I believe that paragraph 20 which requires the
disclosure of "any concentration existing at the date of the
financial
statements...."
will add significantly to the
liability crisis of the CPA firms.
There is a strong
possibility that
an auditor will not discover all the
possible concentrations that could result in a risk of a
near-term severe impact.
Should one occur, this standard
would specifically state that the auditor performed a sub
standard audit.
Therefore, the auditor's risk magnifies
significantly without a similar increase in the ability to
audit the exposure of the concentrations of risk faced by the
client.
I also
call your attention to paragraph 22.
The
financial statements must disclose a conclusion regarding any
event which would cause a near-term severe impact.
Even
though paragraph 22 states that such a conclusion is not a
prediction, I believe that the conclusion will be read as a
prediction by the users.
Therefore, the conclusion could
serve as a self fulfilling prophecy.
I am not as concerned
with this problem (as the problem currently exists with SAS
59) as I am with the possibility that history proves the
conclusion wrong.
Again, I believe the CPA is vulnerable to

MEMBER OF AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
AND NEW YORK STATE SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
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Finally I call your attention to paragraph 25.
I
simply wish to state that the list of possible areas would be
significant.
The ability of the CPA firm to provide a
quality audit in accordance with professional standards would
now include the application of a standard without any known
boundary.
We
should
be
concerned
about
presenting
financial
statements
which
are
fairly
stated
and not
presenting
disclosures which present all possible "near-term severe
impact".
The users of the financial statements should bear
some responsibility in determining their own predictions
based upon a fairly presented financial statement.

Brian A. Caswell, CPA
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September 17, 1993

Accounting Standards Executive Committee
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10036-8775
Gentlemen:

I have just read the enclosed article.

Have you seen it?

Item 6 in the article should be "A discussion of how to find
an attorney in the yellow pages so you can sue your
accountant because he didn't teach everyone in the world how
to read and interpret financial statements."
The proposed statement has way too much information for CPA's
to put in a compilation report and clients will not be
willing to pay the additional cost.

I think the client or end user would be better served if you
concentrated on using less wording and simpler words instead
of legalise in our opinions. The use of "American Institute
of Certified Public Accountants" twice in the first paragraph
of the current compilation opinion is a prime example of
unnecessary wording.

vh
encl

(714) 727-7093

Accounting and. Auditing Alert
Opinion Regarding Risks and Uncertainties
by Stuart Harden

During March, the Accounting Stan
dards Executive Committee (AcSEC)
issued a proposed Statement of Position
titled, “Disclosure of Certain Significant
Risks and Uncertainties and Financial
Flexibility.” This would be the farthestreaching SOP ever issued by AcSEC,
because it applies to all financial state
ments prepared in accordance with gener
ally accepted accounting principles. It
would include statements that are audited,
reviewed or compiled, and would apply to
all industries, not-for-profit organizations
and local governments.
The SOP would require the inclusion of
five additional disclosures in the notes to
the financial statements. Those disclosures
include:
1. Discussion of the entity’s business,
including the products or services it sells
or provides, as well as information regard
ing its principal markets, including the
locations of those markets. Although quan
titative descriptions are not required, the
SOP does require discussion of the relative
importance of products and services using
terms such as “predominately” or “about
equally.”
2. A statement that financial state
ments require the use of management’s
estimates.
3. A discussion of certain significant
estimates used in preparing the financial
statements. Estimates that should be dis
cussed include those that could change
materially within the coming year based
upon events or transactions that might
occur during that period.
4. A discussion of concentrations that
expose the entity to risk, including concen
trations of customers and vendors. If, for
example, an entity serves customers in a
particular geographic location or industry
group, dependency upon the economic
health of the location or industry group
should be disclosed. Likewise, if the entity
is dependent upon a certain vendor for
supply of product, that condition also
should be disclosed. The SOP indicates
46
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that a concentration is disclosed only if it is
reasonably possible that an interruption in
the normal flow of business could occur in
the coming year and cause a significant
impact.
5. A discussion regarding the financial
flexibility of the entity. These disclosures
are required if there is a reasonable possi
bility that the entity cannot meet its
expected cash flow obligations in the com
ing year without taking certain steps.
These steps would include the sale of
assets, incurrence of new debt or the
acquisition of capital.
Although many of these disclosures
overlap with the requirements of other lit
erature, such as Statement on Financial
Accounting Standards No. 5 and State
ment on Auditing Standards No. 59, they
are unique and will require additional dis
closures in almost all financial statements
issued.
Many practitioners who serve small to
medium-sized entities and governments
have indicated that the costs of providing
these additional disclosures may outweigh
the benefits. Consequently, these practi
tioners are requesting that small business
es and governments be exempt from these
disclosures. Although this approach mini
mizes the affect of the SOP, there are por
tions of the SOP that could cause difficul
ties for medium to large-sized businesses
and governments as well.
Most of the problems relate to the sub
jectivity of the “screens” that the data
must filter through to result in disclosure.
For example, the screens require decisions
regarding “reasonable possibility” or
“severe impact.” “Reasonable possibility"
is a broad term that includes all events or
circumstances other than remote and will
be subject to wide variation in interpreta
tion.
In addition, small businesses may not
be able to make decisions regarding the
reasonable possibility of cash flow difficul
ties without performing cash flow fore
casts that currently are not prepared,

especially in the course of preparing finan
cial statements that are compiled by inde
pendent accountants.
I would argue that the additional infor
mation regarding the business of the entity,
including concentrations and the use of esti
mates in the financial statements, including
details regarding certain significant esti
mates, are useful additions to the disclosure
package. However, these additional disclo
sures must be written to avoid subjectivity
so that accountants dealing with the same
set of facts would produce similar disclo
sures.
In the case of financial flexibility, I
believe that SAS No. 59-type disclosures,
which have been adopted for compilation
and review engagements by Statement on
Accounting and Review Services No. 7,
should be included in the body of GAAP
I through the issuance of an SOP. This useful
addition to GAAP would provide examples
of the disclosures that would be required if a
decision is reached indicating substantial
doubt about the entity’s ability to continue
as a going concern. Such an SOP also would
provide examples of recommended disclo
sures for when a decision is not reached, but
an analysis is performed. As a byproduct of
such an SOP, the decision regarding sub
stantial doubt about the ability of the entity
to continue as a going concern is shifted
from the auditor/accountant to manage
ment, since such disclosures would be neces
sary as a part of the GAAP financial state
ments for which management is responsible.
The views above are those of myself and
not the California Society of Certified Public
Accountants, its Accounting Principles and
Auditing Standards Committee or the
AcSEC minority view, of which I am a part.
However, I believe this approach might
work effectively as financial statements
begin to move toward better, although soft
er, disclosures.
♦

Stuart Harden is the director of auditing
and forensic accounting for Silva Harden
& Adolph in Fresno.

EMERSON ELECTRIC CO.
8000 W. FLORISSANT

P. O. BOX 4100
ST. LOUIS, MO 63136-8508

RICHARD J. SCHLUETER
ASSISTANT CONTROLLER

August 25, 1993

PHONE: (314) 553-2327
FAX
314 553 -1607

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division, File 4290
American Institute of Certified Public Accountants
1211 Avenue of Americas
New York, NY 10036-8775

Dear Mr. Gill:
Emerson Electric Co. submits this letter in response to the AICPA’s request for comments on the proposed
Statement of Position, "Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility".
We strongly oppose the proposed Statement of Position (SOP). For many public companies, the SOP
largely duplicates disclosure requirements promulgated by the FASB and SEC and would mainly result in
relocation of disclosures from Management’s Discussion and Analysis, the Report of Management and Item
1 of the Form 10-K to the notes to the financial statements. We view this as an unnecessary formality that
adds little or no informative value. In addition, we consider this proposed SOP to be an unwarranted
standardization of public and non-public disclosure requirements which ignores the varying information
requirements of public and non-public investors and places an undue burden on private companies.

We also agree with the minority view expressed in the SOP that the proposed requirements are so broad
and subjective that they do not provide a well-defined basis for the development of reliable information and
that the resulting judgments could easily be challenged by financial statement users based on hindsight. The
SEC requires MD&A disclosure only to the extent that information on known trends or events is "available
without undue effort or expense". Since the proposed SOP can be interpreted as having an unlimited
scope, it may encourage users to have unrealistic expectations regarding the completeness of this
information. Thus, companies and their independent auditors would be exposed to an unreasonable amount
of risk in the current litigious business environment. This increased risk may in turn result in substantial
increases in administrative costs, audit fees and litigation without commensurate benefits.
Although we generally support the activities of the AICPA Accounting Standards Division, we believe that
disclosures in the areas covered by the proposed SOP have already been adequately addressed by the FASB
and the SEC, and that any potential benefits of the proposed SOP do not justify the related costs.
We appreciate the opportunity to respond to this proposed Statement of Position and hope that Accounting
Standards Division seriously considers our comments in future deliberations on this issue.
Sincerely,

Richard J. Schlueter
Assistant Controller

KENNEDY AND COE
certified
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August 27, 1993

Mr. Frederick Gill, Senior Technical Manager
Accounting Standards Division
File Reference:
4290
American Institute of Certified Public Accountants
Avenue of the Americas
New York, NY 10036-8775
Re:

Exposure Draft on Proposed
Statement of Position
"Disclosure of Certain
Significant Risks and
Uncertainties and Financial
Flexibility"

Dear Mr. Gill:
Kennedy and Coe is a regional CPA firm with 17 offices in the states of
Kansas, Nebraska, Oklahoma and Colorado. We have a professional staff of over
90 people, and 25 partners.
We have over 10,000 individual and small to
medium size business clients to which we provide the full range of accounting,
auditing, tax and consulting services.

We object to the issuance of the Proposed Statement of Position "Disclosure of
Certain Significant Risks and Uncertainties and Financial Flexibility" for
several reasons.
Our most significant objections are noted below.
1.

The proposed SOP would increase the responsibility of and costs to
accountants and clients by requiring the accumulation and review of
information that is based on the very subjective criteria of "reasonably
possible" events.

2.

In a non-public company environment, investors and lenders have the
ability and responsibility to perform their own due diligence and to
negotiate and discuss with the company management and other owners any
concerns or questions they may have about the business before making the
investment or the loan.
We believe that the proposed SOP is one more
step toward shifting that responsibility to the company and their
outside CPA.

MEMBERS OF AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS AND
SEC PRACTICE SECTION AND Private COMPANIES PRACTICE
SECTION Of THE AICPA DIVISION FOR CPA FIRMS
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3.

The proposed disclosures would require not only the gathering of "hard"
information, but also making predictions about the future, which neither
the company nor the CPA's are, in many cases, equipped to do.

4.

We believe the guidance in SAS No. 59 "The Auditors Consideration of an
Entity's Ability to Continue as a Going Concern" is sufficient to
require disclosure of the majority of the items covered in this Exposure
Draft in cases where there is a real problem that is likely to have a
severe impact on the company.

5.

We believe the SOP and especially the concept of "reasonably possible"
unnecessarily increases the CPA's and the Client's exposure to
litigation. We also believe that the caveats in paragraph 30 of the SOP
are wishful thinking and that they provide no protection against costly
litigation from frivolous lawsuits arising from the occurrence of the
examples cited in that paragraph.
Sincerely

James N. Van Bibber
Director of Accounting and Auditing

James 0. Glauser
Baird, Kurtz & Dobson
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August 27, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290
American Institute of Certified Public Accountants
1211 Avenue of the Americas
New York, NY 10035-8775
Re: Proposed Statement of Position
•Disclosure of Certain Significant
Risks and Uncertainties and
Financial Flexibility
Dear Mr. Gill:
We are a regional accounting firm with clients in a wide variety of industries
(private and not-for-profit) and with sizes ranging from small business (revenues of under
$1,000,000) to entities with wide name recognition. In our analysis of the proposed SOP, we
applied our practical knowledge of auditing and the requirements of our clients and the users
of their financial statements. Our consideration and conclusions are summarized as follows:
1.

Scope:
The cost/benefit consideration as to the disclosures required in the proposed SOP
are definitely contraindicated as regards small business. This is due in part to the lack
of sophistication of personnel available to small business and, in large part, to the inti
mate involvement of investors, lenders, directors and members in entities with highly
limited resources. Accordingly, an auditor attempting to gain assurance as to the com
pleteness assertion as regards these disclosures would have to expend a great deal of
time and effort and may find that, in complying with the standards, he will have to
make assumptions and inferences which may be properly in the realm of management,
and may impede the ability of the auditor to offer an opinion due to lack of
independence.
Disclosures regarding estimates and financial flexibility either are
known to the users of small enterprise financial statements or the information is directly
available from top management.

Larger entities with remote stockholders, lenders, contributors, members, or other
interested parties may be benefited by the relief from doing their own research and
financial analysis prior to reaching investing (financing, support, etc.) decisions. How
ever, the scope and considerations which would have to be analyzed by the management
of these entities is extensive and would carry a significant cost. The benefits to be
derived by users of financial statements making these disclosures is not easily
quantified. We would suggest that before issuing the SOP, a pilot project, covering the
wide gamut of entity types addressed in the draft, be instituted and the true costs and
relative benefits derived be quantified, prior to making the decision to issue the SOP.
This project should be limited to "large" entities, as "small" entities would derive very
little benefit by the proposal. The definition of "Large" and "Small" must be separately
determined by the type of entity and the related industry.

□ ONE PENN PLAZA, SUITE 4501, NEW YORK, NY 10119-4598
70 EAST SUNRISE HIGHWAY, BOX 547 VALLEY STREAM, NY 11582-0547
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Disclosures:

SFAS 105 already requires that concentrations be disclosed and complying with
that pronouncement already provides the information requested in the first disclosure.
It may be useful to expand the application of the SFAS to some not-for-profits and gov
ernmental entities, however, most (if not all) such entities already provide the informa
tion requested in this disclosure in the body of their notes. As to a statement that
management makes estimates, all but the most unsophisticated users are aware of the
fact that estimates must be made in the preparation of financial statements. If we take
the approach that readers need an explanation of all matters related to financial
reporting, we will end up reprinting the FAS Concepts statements in each set of
financial statements. Accordingly, though these disclosures are not difficult or costly,
the disclosures are unnecessary as the information is either available in the financials
under current GAAP or they should be known by the users.
3.

Certain Significant Estimates:
Under SFAS 5, entities are already reporting information regarding matters which
will probably not adversely affect the entity but, under the reasonably possible standard,
these matters are presented in the unlikely event that insurance should prove to be insuf
ficient or an unfavorable outcome of litigation is experienced. Auditors are requesting
such disclosure, in part, to protect themselves from later claims that since the unlikely
event occurred it had to have been reasonably possible and should have been disclosed.
The range of estimates which could be subject to unlikely but reasonably possible fluc
tuation is tremendous and auditors, in order to secure themselves from potential liabil
ity, would have to expand their procedures tremendously in order to assure themselves
as to the completeness assertion. Just as defensive medicine has ballooned health care
cost, defensive auditing would balloon the cost of performing an audit. This would
either lead to "boiler plate” disclosure which would become meaningless or to
application of judgements which would adversely impact upon the comparability of
financial statements between similar entities.
As one of the prime objectives of
financial accounting standards is to provide for a meaningful set of rules under which
all similar entities report, this would lead to a lower level of comparability and would,
accordingly, defeat this objective.
The question of whether the costs involved,
including enhanced auditor liability, justify the benefits to be obtained is one which
should be resolved prior to issuing this SOP. A period of testing this cost/benefit
through a series of field trials should be considered.

4.

Current Vulnerability Due to Concentrations:
The applicability of this disclosure to most not-for-profits and governmental units
are evident through other disclosures already required. A labor union in the aviation
field would obviously be adversely impacted by industrial contraction or elimination of
union shops.
Educations institutions with a reputation for liberal arts would be
impacted by a trend toward technical education. A governmental unit, dependent upon
tax revenues or active bond markets would be adversely impacted by regional economic
shifts and economic downturns. Again, all but the most unsophisticated users of
financial statements would be aware of such impacts upon various entities.
The
difficultly arises with less obvious occurrences such as a change in contractual
specification impacting upon the overall cost of a project or the loss of a raw material
due to political upheaval requiring significant retooling or delay until substitutes could
be found.
Once more, in order to defend against litigators with 20/20 hindsight,
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Current Vulnerability Due to Concentrations (Continued):
managements and auditors will have to determine all possible events which could occur,
evaluate their potential cost and provide the appropriate disclosure. The cost/benefit of
such disclosure compliance is something for which we need additional data in
order to reach a reasonable decision as to the desirability of requiring it. Regarding the
question of proprietary information being disclosed, this is a definite possibility,
especially in those circumstances where secret formulas or processes may be involved.
Until the accounting profession can achieve the right of legal privilege, there may be
some proprietary and confidential information which managements may not want to
divulge to auditors, who might later be required to repeat the information under
subpoena. The effect of this might be to prevent the auditors from gaining information
needed to satisfy themselves as to all matters which might significantly impact upon the
entity, even though the concealed information might not have any impact upon the
financial position, operations or cash flows.

5.

Financial Flexibility:
Under SAS 59, the entity's ability to continue as a going concern is considered.
Such consideration includes the entity's ability to pay debts as they come due. Certain
entity's have the right to meet such needs through assessment of members, stockhold
ers, participants, sponsors, or taxpayers. The methods available may vary and the
results would be that obligations would be met In other situations, plans to sell assets,
merge with solvent entities, refinance obligations, expand membership, issue shares or
debentures, or put off creditors may be under management consideration. In many
cases, the disclosure of these options and management's plans may upset delicate nega
tions in progress or prevent the entity from following a plan which in some cases might
be unpopular. The auditor's consideration of the entity's ability to continue over the

near term includes financial flexibility and required disclosure under SAS 59 was
designed with the above stated objections in mind. To require such disclosures would
not greatly benefit a user as the user's prime concern is that obligations be met. It
would be highly detrimental to require such disclosures as premature exposure of many
plans may lead to their failure and, accordingly, the disclosure would not be in either
the entity's or the public's interest.

6.

Placement of Disclosure:

Information required by GAAP, but permitted to be included in supplementary
information has, in the past, been limited to specialized industries with disclosures pre
scribed by regulatory agencies.
If standard setting bodies promulgate broad range
requirements, we see no option other than to include those requirements in the body of
the financial statements. If these disclosures are to be limited to public companies, they
should be issued by the SEC and not through a SOP.
7.

Summary and Conclusions:

Small entities would find the cost of implementing the draft's requirements to be
significant (due to the lack of internal personnel able to provide needed evaluations and
data, increased auditor costs, possible losses due to disclosure of confidential and pro
prietary information) and the relative benefit to user to be slight. When consideration
is given to application of the draft to large entities the definition of "large” should be

LOPEZ, EDWARDS, FRANK & COMPANY
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carefully formulated considering industry and entity type. Prior to promulgation of the
SOP a pilot study should be conducted in order to better determine the costs involved
and the actual benefit derived by users (Cash Flows was originally widely demanded by
financial analysts but, since its promulgation, most analysts have indicated that the addi
tional information has been of limited value). The standards of "reasonably possible"
and "severe impact" should be narrowed to obtain uniformity of interpretation and
application.

Barry A. Wagman, CPA

For LOPEZ, EDWARDS, FRANK & CO.
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Frederick Gill
Senior Technical Manager
Accounting Standards Division
File 4290 AICPA
1211 Avenue of the Americas
New York, N. Y. 10036-8775

Re:

Proposed Statement of Position - Disclosure of Certain Significant Risks and Uncertainties and
Financial Flexibility.

Dear Mr. Gill:
SUMMARY

Our accounting firm currently serves non-public entities. Non-public entities, by their nature, prefer
minimal disclosure. This desire for minimal disclosure is an outgrowth of today’s competitive
business environment. We believe the users of our clients’ financial statements are well informed
in all areas discussed in this SOP, without any necessity for more disclosure. Furthermore, we
believe current literature as promulgated is sufficiently extensive to inform the business community
in which our clients deal.
We believe our clients will react adversely to the disclosures suggested by the SOP. The disclosures
raise "red flags" which are subjectively determined by their accountant and read by their suppliers
and bankers. We believe the SOP will:
•

increase fees unnecessarily to our clients,

•

cause tension between accountants and their clients because of the subjectivity of the
disclosures and the possibility of client loss,

•

expose accountants to more litigation because we would be taking more reporting
responsibility for subjective matters, and

•

inform bankers of information that they already know.

We do not believe the benefits derived from the disclosures proposed by the SOP will outweigh the
costs involved. Our financial statements go to bankers who rely upon our judgment to evaluate the
reasonableness of reserves and the various estimates that go into the determination of financial
position. They do not want to read "that an estimate is subject to change."

Frederick Gill
August 26, 1993
Page 2

NATURE OF OPERATIONS

We believe the requirements as promulgated in FASB 105 are sufficient and further disclosure would
not be cost effective for our clients.

THE USE OF ESTIMATES IN PREPARING FINANCIAL STATEMENTS
The statement that estimates are used in the financial statements adds little or no value to the
financial statements. We already inform the reader in the auditors’ report and do not see any benefit
to further emphasis. If you tell a reader that "actual results could differ from those estimates", they
will want to know by how much. Our reply, of course, would be that it is immaterial. Otherwise,
our opinion would highlight our departure.
CERTAIN SIGNIFICANT ESTIMATES

All estimates are subject to change, otherwise they would not be estimates. It is our job as
independent auditors to determine if this change would be material. If we believe the estimate is
materially incorrect, then we would have to indicate that in our opinion on the financial statements.

The SOP’s "reasonably possible criteria spells doom for the accounting profession, as it will open
the door to more litigation by raising the expectations of users of the financial statements and
provides absolutely no benefit to our clients. Further, it requires us to wear the hat of a "fortune
teller", making judgments about future events.

When SAS 58 was issued, the wording of the auditor’s standard report was changed to clearly state
that the preparation of the financial statements was management’s responsibility. This Statement of
Position seems to be a reversal of that thought process. By indicating that it is reasonably possible
that management’s estimates will change in the near term, we are, in effect, taking responsibility for
management’s poor judgments and exposing ourselves to an unreasonable expectation gap and further
risks of litigation.
CURRENT VULNERABILITY DUE TO CONCENTRATIONS

Any accountant who has ever tried to explain to their client that they have to disclose a "going
concern" opinion realizes the difficulties they will encounter in disclosing "current vulnerabilities"
due to such vague terminology as near term "severe" impact and "reasonably possible" criteria. The
alarm bells sounded by this disclosure would be most distasteful to our clients. Not only will we
lose clients, but again we are raising the users’ expectations and subjecting the accounting profession
to further litigation.
FINANCIAL FLEXIBILITY

We find little value is disclosing to a banker and a client’s supplier that it is possible that their line
of credit may not be renewed. Our job should be to state the facts, not to predict future cash
shortages. We again find an unnecessary sense of alarm being raised. We believe current literature
requirements of disclosing significant covenant provisions, along with SAS 59, are sufficiently
informative to the users of financial statements.

DDK & COMPANY
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CLOSING COMMENTS

The cost/benefit section of the SOP left something to be desired. We do not understand, for
instance, what the reader of a financial statement will do after he finds out that an estimate might
change in the near future. From a public entity standpoint, it seems that we will be exposing
ourselves to undue risks by taking over responsibilities for what had been already disclosed by
management in the MD&A section. For the non-public sector, the small business is subjected to the
costs of obtaining the information normally provided in he MD&A section.
We believe the present SOP disclosure requirements would:
Raise questions about our ability as accountants to evaluate the reasonableness of
estimates based on known factors and materiality considerations.
Provide information to readers of financial statements that they would find a) difficult
to evaluate, and b) of limited usefulness.

Shift the ultimate responsibility for significant estimates away from management to
the independent public accountant.
We appreciate the opportunity to express our views on this SOP. We urge the members of the
AcSEC to reconsider the proposed SOP in light of the controversy it has raised from the accounting
community as well as members representing the minority view on the committee itself.

Very truly yours,
DDK & Company

Alan Schoenbart

Manager

/ang

DDK & COMPANY

Association for
Investment Management
and Research

AIMR

September 10, 1993

Mr. Frederick Gill
Senior Technical Manager
Accounting Standards Division

AICPA
1211 Avenue of the Americas
New York, NY 10036-8775
RE: File 4290

Dear Mr. Gill:
The Financial Accounting Policy Committee (FAPC) of the Association for Investment Management
and Research (AIMR) is pleased to comment on Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility.

AIMR is a not-for-profit organization representing more than 22,500 financial analysts, portfolio
managers and other investment professionals employed by investment advisory firms, broker
dealers, banks, pension and mutual funds, insurance companies and other firms in the United
States, Canada, and other countries throughout the world. The FAPC is the body empowered by
the AIMR’s Board of Governors to monitor and comment on matters relating to accounting and
disclosure.

The FAPC wishes to commend AcSEC for its effort in producing its proposed Statement of

Position, "Disclosures of Significant Risks and Uncertainties." We recognize that much of the
proposed SOP is an amplification of prior standards rather than a totally original standard, and that
its application requires much judgment on the part of financial statement providers. We also
recognize that the SOP deals with the inherent "softness" of the estimation process in determining
materiality, risk and meaningful disclosures, which makes this SOP a departure from most
standards.

We believe that the required disclosures would be useful to analysts in carrying out their functions

and not merely "nice to know." We feel that managements would not necessarily be forced to
greatly add to their expense in producing the required information, and that if auditors/reviewers
would be conscientiously performing their tasks, no great expense should be incurred by them in
carrying out their duties, In our opinion, much of the disclosure required by the proposed standard
is merely the articulation of what ought to be already apparent to both the reporting
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entity’s management and to the outside accountant.

Only in the case of disclosures regarding

financial flexibility would we expect to see more work - and related expense - possibly being

incurred.

However, we believe that the information provided would justify the presumed costs.

Our reservations about the standard lie not in the standard itself, but in its execution. We are
concerned that reporting entities may choose footnote wording that permits them to disclose very

little useful information, yet still comply with the standard. Furthermore, entities may present only
very negatively biased language in order to protect themselves from future litigation, and that such
actions might be encouraged by firms’ outside auditors to protect themselves from litigation. If
such "non-disclosures" stem from the implementation of this standard, very little financial statement

improvement will result.

Some members fear that such reporting behavior might be justified by the concept of conservatism.
Statement of Financial Accounting Concepts No. 2, Qualitative Characteristics of Accounting
Information, points out that the aim of financial reporting "must be to put the users of financial
information in the best possible position to form their own opinion of the probable outcome of the
events reported," and indicates that attempts to present even a conservative bias in financial
reporting can raise issues about the reliability of financial reporting. We believe that the proposed
SOP needs to address the issue of overzealous conservatism in these disclosures. The SOP could
address the matter directly, or possibly refer to the discussion in SFAC No. 2.
Committee members believe that this type of disclosure belongs more properly in the Management
Discussion and Analysis section of annual reports for public companies, and that placing these
disclosures in the footnotes undercuts the relevancy of the MD&A. Most members of the

committee believe that presenting this information cohesively in a single unaudited narrative
description such as the MD&A provides a clearly understandable display of facts. The proposed
treatment of dispersing the suggested disclosures throughout the footnotes would not be quite so
succinct. The committee believes that the same disclosures should also be placed in an MD&A-

type document for non-public companies.

Respectfully yours,

By:
Jack Ciesielski
Subcommittee Chairman

By: Pat McConnell
Patricia A. McConnell
Chairman

PEPSICO
Purchase, NY
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September 9, 1993
Mr. Frederick Gill, Senior Technical Manager

Accounting Standards Division
File 4290

American Institute of Certified Public Accountants

1211 Avenue of the Americas

New York, New York

10036-8775

Dear Mr. Gill:

On behalf of PepsiCo, Inc., I appreciate the opportunity to comment on the Exposure Draft of the Proposed
Statement of Position, "Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility."
While we generally favor efforts to improve disclosures about risks and uncertainties and financial flexibility, we

are concerned that certain proposals in the Exposure Draft will not enhance the effectiveness of the financial
disclosure process.
Our overriding concern is the introduction of disclosure requirements that overlap the existing SEC MD&A

disclosure rules. As discussed in Recommendation I below, we believe such redundant and potentially confusing

disclosures would detract from the usefulness of financial statements and related data.
Our second concern relates to the potential for misunderstanding of the term "reasonably possible" as it applies
to disclosures of significant estimates and concentrations.
Recommendation I is not implemented.

This concern, of course, would be elevated if

As discussed in Recommendation II below, a better defined set of

criteria would clarify disclosure expectations for both preparers and users.

RECOMMENDATION 1:
WE

STRONGLY

RECOMMEND

THAT PUBLIC

ENTERPRISES

BE

EXCLUDED

FROM

THE

DISCLOSURE REQUIREMENTS RELATED TO SIGNIFICANT ESTIMATES. CONCENTRATIONS AND
FINANCIAL FLEXIBILITY.

Enterprises subject to MD&A disclosure requirements established by the SEC

currently evaluate significant risks and uncertainties and financial flexibility for disclosure under comprehensive
guidance issued by the SEC in 1989 as an “Interpretive Release" of previously existing requirements.

As a

practical matter, it is unlikely that disclosures proposed in the Exposure Draft would not be required under the

MD&A rules. The proposals in the Exposure Draft that would require as footnote disclosure a subset of MD&A
disclosure (as discussed in Paragraphs B.55 through B.60) would result in costly and inefficient duplication of

disclosures and, in our opinion, confusion on the part of users. Users would be confused as to why only certain
MD&A disclosures are repeated in the footnotes, particularly considering the introduction of yet another

disclosure threshold, i.e., the "severe impact" threshold for concentrations.

For public enterprises, we believe

these proposals provide no benefit and could further complicate disclosures as such enterprises would likely add
language to explain redundancies, or cross-reference data between footnotes and MD&A in an attempt to

minimize the redundancies.
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To reduce the cost to non-public entities, we further recommend that, as with MD&A for public enterprises, the

required disclosures be included with financial statements as supplementary data not subject to audit.
RECOMMENDATION II:

WITH RESPECT TO THE DISCLOSURE REQUIREMENT FOR CERTAIN SIGNIFICANT ESTIMATES

AND.

CONCENTRATIONS. WE RECOMMEND

RECONSIDERATION

OF

THE

"REASONABLY

POSSIBLE" CRITERION, We agree (as discussed in Paragraphs B.24 and B.25) that FASB Statement No. 5
disclosure requirements related to "reasonably possible" contingencies may have resulted in a disclosure gap in

that, for many preparers and users, the distinction is blurred between uncertainties inherent in accounting
estimates and uncertainties giving rise to contingencies.

However, we believe that the "reasonably possible"

criterion is inadequate as a basis for additional disclosure because it is too vague to form supportable judgments

regarding the appropriateness of disclosure.
With the "more than remote but less than likely" definition provided by FASB Standard No. 5, the "reasonably

possible" basis of the proposals could be interpreted as requiring entities to analyze broad ranges of information
and possible events and outcomes for disclosure consideration. For example, a possible expectation would be
that entities should determine the aggregate exposure related to all estimates reflected in the financial statements.
The examples provided in the Exposure Draft related to significant estimates support a narrower criterion,

suggesting that disclosure would be triggered by a particular event or shift in trend that indicates the possibility
of a change in a specific estimate is no longer remote.
We recommend that the "reasonably possible" criterion be replaced with one very similar to the MD&A criterion

which states "... disclosure duty exists where a trend, demand, commitment, event or uncertainty is both
presently known to management and reasonably likely to have material effects on the registrant’s financial

condition or results of operations." The SEC’s Interpretative Release expands on assessments management must

make in applying this criterion.
Again, we do not believe public enterprises should be subject to the disclosure proposals for significant estimates
and concentrations in this Exposure Draft; however, regardless of the types of entities ultimately subject to these

proposals, we believe the disclosure requirements should be modeled after the MD&A rules.
*******

Should you or your staff have any questions regarding our comments, please feel free to call me at (914) 253-

2642.

Sincerely,

Stan Szlauderbach

Director, Financial Reporting

SJS/mp
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Frederick Gill, CPA

Senior Technical Manager
Accounting Standards Division

File 4290
American Institute of CPAs
1211 Avenue of the Americas

New York NY 10036-8775
Re:

Response of the New York State Society of CPAs to AcSEC Draft Statement of Position-

Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill:
The New York State Society of CPAs represents 33,000 member CPAs. As you are aware,
our committee on Financial Accounting Standards is the body normally designated to respond
to AcSEC proposals and regularly does so.

However, the "Risks and Uncertainties" proposal is seen as having a major potential
liability and operational impact on CPA firms, far beyond that normally seen from AcSEC or

even most FASB proposals. In response, comments have also been developed by the Society’s:

•

Firm Management Council, which represents the more than 4,000 accounting firms

in which our members practice

•

Professional Liability Insurance Task Force, whose charge is to help maintain a
stable liability insurance market for New York’s CPA firms and to provide members
with technical support in liability matters.

•

Committee on Auditing Standards and Procedures, generally responsible for
responding to proposals of the Auditing Standards Board.

Our enclosed response includes the separate comments of each of these bodies. You
previously received those of the Financial Accounting Standards and Auditing Standards and
Procedures committees. They are included here for reference.

Frederick Gill, CPA
September 16, 1993
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The comments of the Firm Management Council discuss serious issues relating to
accounting firm operations and CPA-client relationships under the AcSec proposal. Those of the
Liability Insurance Task Force address the great potential for major increases in firms’ liability
if the proposal is adopted in its current form.

If you have further questions, please let me know.

Very truly yours,

Walter M. Primoff, CPA
Director of Professional Programs

NEW YORK STATE SOCIETY
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PRESIDENT

PRESIDENT-ELECT
VICE-PRESIDENT
VICE-PRESIDENT
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VICE-PRESIDENT
SECRETARY
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EXECUTIVE DIRECTOR
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Mr. Frederick Gill

Senior Technical Manager

Accounting Standards Division

File 4290
AICPA

1211 Avenue of the Americas

New York, NY
RE:

10036-8775

Proposed Statement of Position - "Disclosure of Certain Significant Risks and
Uncertainties and Financial Flexibility

Dear Mr. Gill:

The members of the Firm Management Council of the New York State Society of CPAs
(the "Council"), a Senior Executive Committee of the New York State Society, have read and
evaluated the proposed Statement of Position identified above (hereinafter referred to as the
"Draft SOP") relating to disclosure of significant risks and uncertainties and financial flexibility,

and are taking this opportunity to comment on it on behalf of the 4,500 practice units in New
York State, which the Council represents. It is the Council’s collective summary belief that the

disclosures contemplated by the Draft SOP are unwarranted, except perhaps for public

companies, are of dubious cost benefit, will be prejudicial to small and medium-sized privately
held companies and their independent accountants, and will intensify the independent
accountants’ already excruciating exposure to litigation.

Our basis for this conclusion is

addressed below in greater specificity.
The Draft SOP is Not Cost Effective and is Particularly Burdensome to Smaller Non-Public

Entities and Their Independent Accountants
We concur with the Minority View of the AcSec members (whose stated dissent is

expressed on Page 19 of the Draft SOP) that the disclosure requirements contemplated thereby
"... would place a disproportionate economic burden on non-public entities and their

independent accountants, particularly those issuing compiled or reviewed financial statements.
In addition, the users of financial statements of non-public entities have the ability, which they
have exercised in the past, to request additional data."

The audience for financial statements prepared by smaller, non-public entities are, in
the main, their credit grantors rather than their investors. These credit grantors customarily
have close contact with these entities and receive information on an on-going basis. The larger
public entities’ financial statements are directed in large degree at their investors who are

usually somewhat divorced from reporting companies. The investors in most Mr. Frederick Gill

September 16, 1993
Page 2

non-public companies are either directly involved in the operation of the companies or can
obtain needed information more easily. The proposed disclosures, therefore, are neither

important to investors in non-public companies nor highly relevant to their credit grantors.
Many smaller non-public entities are able to satisfy the conditions of their lending

institutions and other creditors by furnishing them with reviews and compilations rather than

audits. To the extent that the disclosure requirements of the Draft SOP would also apply to
reviews and compilations, the smaller entities would be disproportionately disadvantaged.

These

entities

often

employ

smaller and

sometimes

unsophisticated

accounting

and

bookkeeping staffs. We believe that given the complexity and the very subjective nature of the

proposed disclosures, such staffs will be unable to cope with these matters. The burden of
compliance will then be passed on to their accounting practitioners and would likely erode
already slim engagement profit margins.

Smaller companies will also find compliance more of a challenge than larger companies

with often vastly greater resources and fiscal stability in that such smaller companies’ threshold
for the required disclosures based on the "reasonably possible" criteria, will be particularly low.
These entities are also subject to a greater range of the risks and uncertainties contemplated

by the Draft SOP.

Accordingly, the procedures necessary to obtain and report the relevant

information will be proportionately more complicated and difficult to produce. Therefore, the

relative increase in cost of these additional disclosures will be proportionately greater for small

companies than for larger companies.
Clearly, the need for the proposed information has not been demonstrated. There is
no empirical evidence cited in the Draft SOP to support assertions that such additional

disclosures, which go way beyond the current threshold of disclosures required by current

professional standards, are either warranted or cost-effective.
The Draft SOP Will Exacerbate the Litigation Hazards Facing the Accounting Profession
The very broad and fuzzy standards contemplated by the Draft SOP will be found to be

a fertile field for the Plaintiffs’ Bar. The excruciating, litigious environment confronting our
profession exposes practitioners to grave consequences for failure to comply, in the strictest
sense, to disclosure requirements. Many of the proposed disclosures are essentially prospective

in nature, yet auditors are being asked to attest to such assertions. This goes well beyond

what the SEC requires publicly held companies to disclose in the Management’s Discussion and
Analysis section of registration statements and periodic reports - and that information Mr.
is not even required to be audited. If AcSec is indeed wedded to these self-destructive
requirements, then we suggest that the Auditing Standards Board be asked to develop

implementation procedures to be performed

to determine the completeness of the

disclosures.

These comments are reflective of the Council’s collective, deepest concern relating to
the proposed potentially vastly expensive and risk-intensive new levels of disclosure.

The

proposals have a unique combination of attributes in that they will expose the profession to

Frederick Gill
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almost unlimited risks while reducing the economics offering such services, all in the interest

of disclosures of questionable import.
The Council would be delighted to discuss its concerns relating to the Draft SOP with
you or representatives of the Accounting Standards Executive Committee and/or representatives
of the Risks and Uncertainties Task Force.
Sincerely,

Bernard Rader, CPA
Chairman, Firm Management Council

New York State Society of CPAs
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Frederick Gill, CPA
Senior Technical Manager
Accounting Standards Division

File 4290
American Institute of CPAs

1211 Avenue of the Americas
New York NY 10036-8775

Re:

Response of the Professional Liability Insurance Task Force to Proposed Statement of
Position-Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility

Dear Mr. Gill:
As Chairman of our Society’s Professional Liability Insurance Task Force, I am writing to
express the Task Force’s deep and unanimous concern with AcSEC’s Draft Statement of
Position, Disclosure of Certain Significant Risks and Uncertainties and Financial Flexibility

("Draft SOP"). While we commend the goals of the Draft SOP, we believe that in practice it

would create serious and in many cases untenable liability and other business problems for the
majority of CPA firms-well in excess of any ensuing benefit to the public from its adoption.
Our Task Force is a committee of senior partners of accounting firms of all sizes and

senior Society staff. It works closely with liability insurers, brokers, insurance regulators and
others to help maintain a stable and competitive liability insurance market for CPAs in New

York, primarily for local and regional firms. The Task Force also studies, evaluates, and advises
the Society’s members about professional liability issues.

An important objective of the Task Force is to help members reduce the risk of
exposure to professional liability while at all times recognizing the interests of the public in

receiving high quality, responsive professional services.

Typically, our Task Force does not

comment on professional standards exposure drafts, a role performed by other technical

committees of the Society.

However, we believe that the Draft SOP has the potential, if

issued in its present form, to substantially increase the risk of professional liability to

practitioners because of a transfer of risk away from managers and owners that is inappropriate
in our risk/reward, free-enterprize system. Accordingly the Task Force strongly urges AcSEC
not to issue the SOP in its present form. The reasons for this conclusion are discussed in the
following paragraphs.

Is This New Information or Primarily a Transfer of Normal Business Risks from the Client to

CPA Firms?
From our experience, in the case of public companies, much of the information
proposed for disclosure is already known to specialized industry analysts, brokerage houses,

investment newsletter publishers and others. In the case of closely held entities, it is generally

available to their bankers and other primary creditors through direct contact with the owners
and managers. A key question is to what extent these disclosures actually provide new

information or whether their primary impact will be to transfer the huge responsibility for the
accuracy and completeness of this information away from companies, analysts, and others to
CPA firms.

Our free enterprise system is risk/reward driven.

The risks of a business enterprise

rightfully remain with those that have the potential to share in its rewards. Those risks do not
belong to and should not be transferred to the accountant or auditor of the financial

statements.

Because of the changing nature of the risks and uncertainties, investors, underwriters
and other stakeholders in deciding the risks they are willing to take vis a vis the potential for
reward, would be mistaken to look to disclosures in annual financial statements as a basis for
evaluating their existence and potential impact.

They must look at past track records, the

present and possible future environment, the overall economy, etc. Certainly, many if not all

of these parties would welcome the ability to transfer their own risk of failing in their analysis
and due diligence to auditors and accountants. However, we seriously question the ability or
propriety of CPA firms taking on such a key role of bond-rating houses, investment bankers,
financial analysts, entrepreneurs and others, whose fortunes have always been linked to their

own skill in assessing the existence and impact of the types of risks and uncertainties
addressed in the Draft SOP.

Fixed Date Financial Statements vs. Ever-Changing Risks and Uncertainties
The Task Force also foresees serious liability issues arising from the fact that the

financial statements are issued as of a fixed point in time, whereas risks and uncertainties are

in a continual state of flux. The proposed disclosures almost beg for frequent litigation over
individual "facts and circumstances" as to when and to what extent risks and uncertainties reach

the materiality threshold for disclosure.
In practice, financial statements will be issued where it was believed that a risk and.
uncertainty was immaterial at the balance sheet or report date, where shortly thereafter, that
risk or uncertainty comes to pass. It is likely that whenever enough money is at stake, an

attempt will be made to blame a CPA for failure to require disclosure about the existence of
material risks and uncertainties.

CPAs will be put in the extremely precarious position of

having to justify that a risk or uncertainty that has come to pass was not ascertainable at the

balance sheet or report date.

2

Why Not All Risks and Uncertainties?

The Draft SOP would require disclosures in the notes to financial statements of all
entities, regardless of the level of service being reported upon, i.e., audit, review, or full
disclosure compilation, about the risks arid uncertainties existing as of the date of the
statements in five areas. The Task Force is concerned about how the civil justice system will
view and react to limiting the disclosures to the five named areas.

-

the Task Force sees the potential for a judge to question why a host of other risks and

uncertainties to which an entity is exposed are not the subject of disclosure, why just these
five areas.
executive?

What about the health, gambling problem, or other "illness" of a principal
What about the risk and uncertainty of governmental action, such as the

deregulation of an industry or a change in enforcement policies?

In other words the Task

Force sees a wide array of risks that heretofore have been the measure of underwriters,
business enterprises, secured creditors, the marketplace arid others.

Once the profession

undertakes responsibility for this type of analysis, the potential for liability is enormous.

While recognizing that many of the risks and uncertainties faced by enterprises are

covered in the five items, the Task Force fears that once this "bam door" is opened, the
plaintiffs’ bar will use its considerable skill, in a major effort to substantially broaden auditors’

responsibilities far beyond the current proposals. It is almost certain, that plaintiffs’ attorneys
will immediately "test the waters" when some material adversity occurs, resulting from a
potentially undisclosed or inadequately disclosed risk or uncertainty.

They will seek to

convince judges and juries that the risk of that event happening should have been disclosed,
Were this strategy to succeed
for the plaintiffs’ bar, as it has happened too often in the past, the profession could be saddled

whether or not it is one of the Draft SOP’s five specified areas.

with major new, unwarranted and potentially disastrous liability.

More Expensive, Reduced, or No Insurance Coverage

On a more immediate note, the Task Force is concerned how professional liability

insurance carriers will react to all of this. With proposals so controversial that four of AcSec’s
members voted against even exposing them, from our long experience, it is likely that the

carriers will perceive increased and perhaps substantially increased exposure. The potential
result will be commensurate premium increases, denial of coverage to certain firms, or even
exclusion of coverage for actions arising out of the SOP’s requirements.

This would be a

serious consequence for both CPA firms and the public.

Ambiguity Increases Exposure
The Task Force takes note of ambiguity, which often leads to liability exposure, by the
introduction of new concepts and criteria in the Draft SOP. Two examples are the introduction
into GAAP of the term "severe impact" and the use of "financial flexibility in a manner that is
more narrowly defined than the definition used in FASB Coricepts Statement No. 5".
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Using

terms that are not well developed in prior accounting standards creates ambiguity,
inconsistency in practice, and a potential "field day" for those seeking to find fault with Wat

the profession does
Potential Erosion of Open Relationships With Clients

The practitioner, especially with respect to, smaller, less sophisticated clients^Wiir be
faced with the task of assimilating information about risks and uncertainties from managers of
owner/managers who may not have fully "inventoried" or may not have fully evaluated the all
potential exposures. The practitioner, who may not be experienced in evaluating risks and
uncertainties of the kind called for by the Draft SOP, will be faced with the task of pulling
together the necessary information with some potentially dangerous outcomes: incomplete or
optimistic estimates of the exposures; investment of time in gathering data for which the client

will resist paying; and an erosion in the client/practitioner relationship. These outcomes do not

serve the public interest.

Conclusion
In summary, we believe that the potential new liability exposure that would result from
adoption of the Draft SOP is not justified. The profession must take a leadership position in
responding to the needs of the users of financial statements, but it should not undertake to
transfer foolishly to its practitioners and their insurance carriers the normal risks of doing

business or engaging in an enterprise.

From our view, the Draft SOP has ramifications far beyond those of issues that generally
come before AcSec. In fact, the impact on the operational and liability exposure of CPA firms

is far beyond any FASB proposals of recent memory. Because of the broad and unique impact
adoption of the Draft SOP would have on CPAs and their firms, we would hope that if AcSEC

believes the project should go forward, that this issue receive the much broader discussion it
deserves; by the AICPA’s Board of Directors; by AICPA Council; by firm and outside legal counsel"

and other parties who may not be aware of the breadth of this unique AcSEC proposal.

We hope these comments are helpful in your deliberations.

Very truly yours

Louis C. Grassi, CPA
Chair
Task Force on Professional Liability Insurance
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